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REFLECTIONS ON THE PRACTICAL APPLICATION 
OF ECONOMICS? 


1. Ir is the privilege of the President of the Society to treat himself as 
an elder statesman and to make his address on some very general subject. 
I am the more led to follow this practice because of the nature of my own 
work in recent years. I must confess to feeling from time to time, as I read 
the pages of our own JOURNAL, that there is a considerable gulf between what 
I do and at any rate the more mathematical articles which seem to fill an 
increasing amount of our space. Doubtless there is a personal element in 
this. But I have been led to wonder whether there may not also be some 
features in the present conduct of our discipline which require re-emphasis. 
I am going to speak, then, on those very broad topics which involve the 
nature and usefulness of economics, about which we all think from time to 
time. And if there is any interest in a collection of things which have been 
said already, it must come from my own arrangement of pieces, most of 
which are already familiar. 

2. The word “ practical,” of course, implies doing something, and 
those who make use of economics for purposes other than the pleasure of 
intellectual exercise obviously want to discuss things that are occurring or 
are likely to occur. This requires one to be able to take a view about what 
is going to happen, and if one does not like the prospect, to be able also to 
take a view as to whether anything can be done about it or whether one 
must put up with the inevitable. It may also be the case that where there 
is the possibility of action, one is not very clear as to what one ought to want 
and therefore to do. These are perfectly general formulations, applicable 
as well to other fields as to economics. 

3. I shall confine myself mainly to economics in relation to public policy, 
and within that to the more general issues; and to speak also of Western 
economies and mainly of the United Kingdom. As Mr. Seers * has reminded 


? Presidential address delivered to the annual meet‘ng of the Royal Economic Society on July 9, 
1959. I am much indebted to Mr. Bryan Hopkin and to Mr. J. Downie of the Economic Section of 
the Treasury for comments and suggestions, I was also helped by Professor Tress’ lecture on 
“The Contribution of Economic Theory to Prognostication” (published in Economica) and by 
several papers by Professor Ely Devons (one of which was published in Lloyds Bank Review, July 1959). 

* Dudley Seers, “‘ An Approach to the Short-period Analysis of Primary Producing Economies,” 
Oxford Economic Papers, February 1959. 
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us in a recent number of Oxford Economic Papers, a good deal of misunder- 
standing can arise in applying the lessons of one economy to another. My 
concentration on public policy is partly an occupational bias. But it is 
also because I suspect that one of the main uses of professional economists to 
business-men is in presenting them with the informed and coherent view of 
general economic developments which is also one of the chief preoccupations 
of the Government economist. I suspect that, in the determination of policy 
for a business, the irreducible area within which intuition is the best guide is 
rather wide. Even if computers enable us to act on what comes out of 
them, we will never get away from what we are to put in, and in business 
the intuitive input must be high. 

4. I will first deal briefly with the third of the questions I posed a moment 
ago; the question of what you ought to want. 

5. Many would say that the question of what we want or should want 
is not within the professional competence of economists. Within limits, I 
agree. In the practical world there is, strictly speaking, no such thing as 
an economic action any more than there is any other kind of action—there 
are only actions, with all the attendant circumstances. Thus if the econo- 
mist is asked about what ought to be done, it must be either because he is 
being asked as a whole man rather than as an economist, or else the question 
implies agreement about the end, so that it is really about the means. 

6. But it is an illusion to imagine that the dispassionate economist be- 
loved of those who labour the distinction between ends and means, between 
normative and positivistic economics, can live in the practical world. Itisan 
illusion which arises from forgetting to release from ceteris paribus at the end 
the multiplicity of interconnected objectives which exist in practice, but 
which are, quite rightly, assumed away at the beginning of the reasoning. 

7. Any action has repercussions which are in principle unlimited. It is 
important in practice to hold to the strong shield of the doctrine of de 
minimis, lest we should end up by denying the possibility of knowledge, as 
some general equilibrium theorists have come very near to doing. Never- 
theless, it is true that in practice what we want is always a fofal situation 
which we prefer to any other of the alternative total situations open. 

8. And however much, in any particular instance of choice, our atten- 
tion has to be concentrated on a particular objective, yet we shall be un- 
happy in the outcome if we neglect all the other objectives, and the fact 
that they are connected, in the sense that progress towards one will have 
implications for the others. 

9. Put in this very general form, this is a commonplace. Everyone 
knows that you cannot have your cake and your penny too. But at the 
level of practical choice the inter-relations between choices are very complex. 
It is one of the merits of an economic training (indeed of scientific training 
generally, and social scientific training for our particular case) that it 
teaches us to consider always the inter-relationships of the particulars without 
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losing sight of the general. Thus, if I may be somewhat immodest on our 
behalf, the economist may sometimes know what his client “ really ” wants 
better than he does himself. 

10. This doctrine that we can, so to speak, put ourselves into other 
people’s minds is a dangerous one. It would be salutary for the practical 
economist to hang on his wall the forcible statement of Adam Smith? on 
this subject. Nevertheless, the idea that other people can express unaided 
what it is now fashionable to call their social-preference functions is also 
dangerous. The number of related objectives and the complexity of their 
inter-connections is often too great for the client to be able to formulate 
his objectives unaided. For example, it is only now ceasing to be a paradox 
to the layman that there are cases where you can have your cake and your 
penny too, ¢.g., that you can increase consumption by increasing investment 
if you have unused resources. The idea that the best way to cure inflation 
may sometimes be to raise prices is still very shocking to the layman. And 
so on. 

11. I suggest therefore that the economist can be a great help as an 
elucidator. There are, of course, limits to his approach. The economist, 
who is trained to measure quantities either in money or in terms of real costs 
compared by the possibility of substitution at the margin, is always in danger 
of minimising or neglecting the forces which cannot easily or accurately be 
expressed in these terms. The practical man, since he is dealing with reality 
from the beginning, is very unlikely to make this mistake. Take, for 
example, the dislike which is so prevalent among human beings of being 
subjected to the forces of economic change, especially when the short-term 
effects are financially adverse. This is at the root of the idea of what is 
“fair and reasonable ” which is just as prevalent to-day as it has been at 
other periods of history. This dislike is very real to the politician, who has 
to evaluate it in the sense that he may have to take a decision as to whether 
to acquiesce in or promote or mitigate or prevent a change. Any help 
which he could get from the economist would clearly be extremely useful. 

12. What this suggests to me is that the economist who is interested in 
welfare questions can make his characteristic or professional contribution, 
not as I think many economists still tend to do, by condemning various 
practices out of hand, but by trying to identify all the forces at work and 
trying to measure the cost of as many as possible in money terms. As I have 
said, this is unlikely in itself to yield a clear-cut answer. Thus if the objec- 
tive is to keep a given number of people in a given area, to move them else- 
where is certainly not an exact alternative. But it would certainly be useful 

1 Wealth of Nations, Book IV, Chapter 2, “‘ The statesman who should attempt to direct private 

people in what manner they ought to employ their capitals . . . would . . . assume an authority 

- - which would nowhere be so dangerous as in the hands of a man who had folly and pre- 
sumption enough to fancy himself fit to exercise it.” 


It is not so much that the statesman, or Civil Servant, would not be capable of making better 
decisions than many business-men, as that he has not time or information in the detail needed. 
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to know what this would cost, and also what it costs to keep them where they 
are. Another practical problem of this kind is presented on a large scale by 
the use of land, not only for agriculture but also in general. There is plenty 
of scope for economic analysis as well as for empirical research, since the 
problems of determining the costs involved—of getting the question into a 
shape where one can set about its measurement—are usually quite severe 
exercises in economic thinking. And anyone who is engaged in this kind 
of work can be fairly sure that he is doing something well worth while in the 
practical sense. 

13. I come now to my central theme, namely to review the help which 
economics does and could give in predicting what is going to happen and of 
saying how something different can be made to happen. I need scarcely 
emphasise that the two problems are essentially the same. In one case the 
problem is to forecast the unrolling of events if certain strategic variables are 
left to work themselves out undisturbed. In the other case the task is to 
forecast how events will unroll if these strategic variables are changed, and 
how they may be changed. 

14. Nor, in emphasising prediction, am I seeking to make a distinction 
between this and understanding. Indeed, if I understand them rightly, 
philosophers to-day maintain that all understanding and knowledge contain 
a predictive element. What we have to do, in order to understand and pre- 
dict, is to impose some kind of structure on the undifferentiated flux of events. 
This involves two activities: the imposition of concepts by which we can 
classify the flow of events into a manageable number of classes, and the 
formulation of hypotheses about the empirical inter-relationships between 
these classes. 

15. I must emphasise this distinction between concepts and hypotheses 
because, though quite elementary, it is also fundamental, and frequently 
neglected in practice. Hypotheses can be true or false, but concepts can 
only be useful or useless. The characteristics of a useful set of concepts are: 
first, a minimum condition, that they should be internally consistent; second, 
that they should be capable of having quantitative statements made about 
them, cardinal or ordinal; thirdly, that it should be possible in practice to 
establish functional relationships between the concepts. 

16. Let me take a very simple example; the simplest possible version of 
the Keynesian model in a closed system. The “‘ value added ” by the factors 
of production engaged in a business enterprise is defined as the excess of 
receipts from current sales over current expenditure by the enterprise 
on goods and services purchased from other enterprises. The sum of 
value added for all enterprises (broadly defined) is the national income, 
Y. We then define C as current expenditure by non-business enterprises; 
and J as Y—C. We so establish the fundamental definitional relation 
YT=HC+ 


17. This expression is capable of mathematical manipulation in all sorts 
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of ways. In particular, without additional assumptions or definitions, we 
can write 


1 
AY = AI, _AC 
~ AY 


18. But, however much we manipulate the expression, it can tell us 
nothing about the nature or behaviour of reality, because the initial defini- 
tions contain no statements about the nature of reality. 

19. But if we formulate the hypothesis oi is constant we immediately have 
a most powerful instrument for predicting the behaviour of reality. If we 
go further, and postulate a second functional relationship between J and 
previous values of Y, we then have a member of the well-known, and now 
quite extensive, family of trend and cycle models. 

20. I have quoted this example, not because I believe that these particu- 
lar functional relationships are valid. Experience has shown that in fact, 
we do not know enough about the multiplier or the accelerator relations 
to enable us to use them in any simple way in forecasting—even when the 
multiplier is formulated in complex matrix terms. I have used it, because 
the system of which it is the essence gave birth to one of the most fruitful 
developments in practical economics during the last quarter of a century— 
namely, national accounting. 

21. I use this term in a wide sense, to mean not only the net accounts 
which appear in our Blue Book and in similar publications in other countries 
but also the various disaggregations of the net accounts, which belong to the 
same family—e.g., input/output tables or analyses of money flows. 

22. I have already described the specifications which a set of concepts 
must satisfy if they are to be useful or fruitful; namely, consistency, measur- 
ability and that it should be possible to establish empirical relationships 
between them. How far does the conceptual structure of national account- 
ing meet these requirements ? 

23. A great deal of work has gone into establishing the consistency of the 
definitions which are employed. Argument in detail still continues—I see 
that the proper treatment of import duties in the measurement of Gross 
Domestic Product is even now being hotly debated in the JouRNAL. But 
we now have a body of theoretical wisdom on the subject which rivals in 
thoroughness that of the medieval church. We have a structure of great 
flexibility, capable of disaggregation, in principle, right down to the indivi- 
dual household or firm. 

24. As regards the measurability of the concepts, there is no longer 
much reason to complain. Sir Harry Campion, in his Presidential Address 
to the Royal Statistical Society this year, reviewed the present position on 
official statistics in this country. Thanks largely to his own efforts, and the 
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support of the statistical divisions in the Government Departments con- 
cerned, we can at least claim that we have a fairly full and accurate picture 
of where we were in the not too distant past, and work is going on all the 
time to make this more complete and nearer to the present. The user of 
statistics is, of course, never likely to be satisfied with what he has got; and 
there is a constant, though on the whole an amicable struggle, between the 
economist who wants everything now, the statistician who wants everything 
right and the raw material, the unfortunate supplier of the statistics who 
has to fill in the forms. We should all be grateful to the Federation of 
British Industries for the help which they give us: their members in turn, 
themselves engaged in forecasting, are, of course, helped by any improve- 
ments both in statistics and in their interpretation and application. We 
have at any rate something better than the “ last year’s Bradshaw ”’ to which 
Mr. Macmillan referred when he was Chancellor. 

25. But, as I have said, one set of concepts does not of itself say anything 
about what is going to happen. The only relations we can derive from a set 
of definitions are those logically implied by the definitions. Mathematical 
manipulation can suggest new and illuminating ways of bringing out these 
implications, but it cannot add any more content. We gain insight into 
reality and enable ourselves to pass from statistical material to something 
that will enable us to say with confidence what that material will be in the 
future, only by establishing empirically the relationship between our 
concepts. 

26. It is when we come to consider the body of usable empirical func- 
tional relationships between the national-income categories that the gulf 
between theory and practice to which I referred at the beginning of my 
lecture yawns so wide. In his lecture on “ The Contribution of Economic 
Theory to Economic Prognostication ”’ Professor Tress has reviewed the 
field extensively and found it wanting. I have nothing to add in general 
except to say that my own experience in practical forecasting bears out his 
conclusion, that our models are very ill-clad with relationships. 

27. As regards our own short-term forecasting, we do have some explicit 
empirical equations—tax functions naturally, price equations which do not 
simply contain a constant margin and soon. But, by and large, the models 
we use are extremely simple ones, and we find that for short-run forecasting 
it is much more reliable to collect forecasts of the components, where these 
are available, from people who will actually make the decisions or undergo 
the experiences, and to subject the other quantities to a simple process of 
extrapolation, modified as best one can by general knowledge, judgment and 
experience, than to use any more complex functional relationships. The 
process is well illustrated in the United Kingdom by the annual Economic 
Surveys, or the appraisals by the Chancellor of the Exchequer in annual 
Budget speeches. In these also a clear distinction can be seen between 
those quantities which can be reasonably got at in this way and those which 
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cannot, of which the most obvious example is stocks. ‘‘ The last and most 
uncertain element in home demand is expenditure on industrial and com- 
mercial stocks.” Our forecasts of export also, though based on detailed 
study, naturally involve some conjecture. 

28. When it comes to long-term forecasts, which have become features 
of many countries, both those which are very rigidly controlled and those 
engaged on development, there are some theoretical reasons for expecting 
things to be better. The number of terms which can be handled in any 
equation is fairly strictly limited in practice. Hence, however cleverly our 
concepts are framed, we are bound to leave out some factors. But if we 
have chosen our concepts wisely, the excluded factors will be truly random, 
and so can safely be ignored in the long run, since their influence will be 
zero. But, in practice, I doubt whether economic science has yet con- 
tributed to long-term forecasting more than a few very general ideas, though 
these are important ones. 

29. It may be thought that, in adopting this critical tone, I am finding 
fault with the nature of reality rather than with the practice of economics— 
asin which it is peculiarly easy to commit. 

30. So far as the long term is concerned, I think there is much truth in 
this. When we are dealing with the growth of output in physical terms, 
what is needed is essentially technical rather than economic information. 
An under-developed country needs to know how much steel a particular 
plant will turn out, how long it will take to train the labour and how effi- 
ciently it will operate; what sort of land it has, what sort of methods of 
cultivation could be applied to it, what are the social and technical problems 
involved in getting a change in methods; and soon. It is a very long and 
laborious process, first, to make a plan and, second, to put it into operation, 
and it is quite certain that at every stage things will be found to be going 
differently from what had been expected, and adjustments will have to be 
made. Thus the uncertainties inherent in any process of growth are likely 
to be so great that the price adjustments and the income adjustments which 
will have to be made as time goes on can be foreseen only as types of problem 
—or at any rate unless the original plans are constructed with so little rela- 
tion to past experience as to make it probable that there will be a clear lack 
of balance between different components. 

31. Indeed, I go so far as to wonder, where long-term projections are 
concerned, whether the main danger is not that under-developed countries 
will expect too much of economists, rather than too little; so that perhaps 
we ought actively to be engaged in reducing our image to more proper 
proportions. In particular, it seems to me that it is more necessary to be 
aware of the limitations than of the advantages of the capital/output ratio 
concept to which so much attention is now devoted. Economics was created 
in developed countries, and there is always a danger in applying its theories 
to under-developed countries without considering whether this is appro- 
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priate.1 Even if we did understand the history of our own development, 
the initial circumstances of most of the now developed countries were very 
different from those now confronting the present under-developed ones. 

32. As regards short-run forecasting, it may very properly be asked 
why, if one can ask people what they are going to do, one should hanker 
after functional relationships which would allow their action to be inferred 
from other given data. Moreover, I have already suggested that there are 
ineluctable uncertainties in the short run, for example, the weather, political 
uncertainties, labour disputes and so on. Indeed, the process of short-term 
adjustment of the economy, for these and other reasons, is often compared 
to other types of practical operation, driving a car or steering a ship. There 
is a general idea of the direction in which it is intended to move and of the 
conditions which will be encountered. But we do not know enough about 
the conditions either of the mechanism (the economic model) or the cir- 
cumstances which will be encountered (the statistical background and the 
exogenous variables) to dispense with the driver or attendant, as may be 
done often with stationary machines for long periods. And if the driver 
has to be there he will do better to look out and adjust himself to the develop- 
ing situation than to assume that his calculations will see him through. 

33. Far be it from me to under-rate the virtues of the empirical approach 
to policy—the constant adjustment of the rudder. Still less do I want to 
decry the importance of general knowledge, judgment and experience— 
intuition. Indeed, if intuition were given the “ scientific”? name of “ non- 
statistical inference ” no one would look down his nose at it. Intuition may 
indeed be defined as the quality which, pragmatically speaking, sets men 
above machines. 

34. There is much truth in all this. Indeed, since we are dealing with 
people, the basis of our discipline is obviously more akin to that of medicine 
than to the exact sciences. But we must not go too far in finding excuses 
for ourselves, or accept the present situation with complacency. 

35. One might almost define scientific progress as the reduction of the 
area in which we have to rely on intuition or trial and error. The inevitable 
uncertainties with which we are faced in the short run are perhaps not so 
great as is often thought. While the weather in some countries produces 
uncertainties which upset all calculations, in Britain the availability of 
supplies from all over the world reduces the range of variation to quite small 
figures. Perhaps the most inconvenient effect is that of the vagaries of the 
potato crop on the retail price index, itself an important economic quantity. 
Because of the ratchet operation of wages, it could be argued that fluctua- 
tions in potato prices have an inflationary effect, and it would be an interest- 
ing study for Mr. Dow and Mr. Dicks-Mireaux to see if there is anything in it. 

36. Other short-run uncertainties are mainly on the technical side, and 


1 Cf. Dudley Seers, op. cit. 
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on exogenous shifts in demand, which again are much more difficult for 
less-diversified economies than our own; and the broad class of changes 
which could be labelled social and political. Wars and rumours of war, 
changes in political regimes and so on are things with which mankind has 
always had to deal so far, and with which it looks as if mankind will con- 
tinue to have to struggle for some time to come. From the economist’s 
point of view, everyone knows that they are uncertain, no one expects him 
to be able to predict them, and there is usually little of which he should feel 
ashamed if he gets them wrong. What at first sight seems to be a large 
political uncertainty—the incidence of labour disputes—is another field in 
which the economist as such is no better able to predict than anyone else. 
But in recent years they have in fact had very little effect on the general 
economic situation, and looking back at most economic series, it would be 
difficult to detect them apart from unevennesses in such figures as the 
monthly Trade Returns. 

37. When it comes to asking, rather than predicting, what people are 
going to do, it is important to remember the limitations on the direct 
approach. In many cases, ‘don’t know” would be the accurate answer 
toa question. But even when it is not, people often change their minds in 
the time elapsing between answer and action, because of changes in general 
economic circumstances. Some of them, and perhaps some of the “ don’t 
knows,” could be foreseen by those engaged in wider economic analysis. 
For example, economists in the United States began quite early to discount 
the rather gloomy forecasts of private investment intentions which business- 
men were making in the later part of last year. As successive samples have 
been taken, showing a steady upward revision of intentions, the wisdom of 
this discounting has been justified. In the second place, great care needs 
to be taken in interpreting people’s answers to questions, especially if they 
have an interest in the action to which their answers will lead. “For example, 
I would not have great faith in the accuracy of answers to questions about 
what would be the effect of tax changes. 

38. But perhaps the most compelling reason why I think we cannot rest 
at all content with the present position is the fact of the very wide differences 
of opinion which appear to exist between economists on quite fundamental 
aspects of policy. Such differences have long been a popular butt for the 
layman, and it is only fair to say that his impressions are sometimes based on 
misunderstanding. Nevertheless, there is a disturbing amount of truth in 
what he says. 

39. Let me take only two simple and well-known examples. It is now 
a major problem of Western countries to find a method of reconciling a high 
level of employment with price stability. This is a practical problem in the 
sense that most Governments would very much like to be able to do it, as 
is quite obvious from reading the continuous official pronouncements on 
the subject. Economists have been, and to some extent still are, broadly 
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divided into those who think that prices rise because of excess demand which 
creates conditions which pull up prices, and those who think that even if 
there is not excess demand (unless this is defined by the existence of rising 
prices) prices will still rise because the modern economy offers no obstacle 
to their rising except in conditions of very severe unemployment. On 
the first view there ought to be a very close correlation between total 
demand in relation to resources and the movement of prices, while on the 
second there is an indeterminate element, and the problem has to be attacked 
partly by social or institutional changes. 

40. The confusion which exists on this subject was well illustrated in a 
recent number of the Scottish Journal of Political Economy, which was entirely 
devoted to it and where a number of reputable writers put forward very 
varied views, not only on the causes of price increases but even on the facts 
which they were trying to explain. If it is any comfort to economists in 
this country, a recent American symposium on the subject of Economic Stabi- 
lity and Growth, which contains no less than 712 pages and over forty contribu- 
tions, contains in the General Summary at the end, in an article by Professor 
Ackley, the following passage. He is discussing the two schools of thought 
to which I have referred, the demand inflation and the wage/cost inflation. 


** Economists have talked so much about these two kinds of inflation 
in recent years that it seems to me strange that they have not been able 
to say more about what has been happening. In particular, I would 
like to know to what extent the inflation in the United States since the 
war has been demand inflation and to what extent, if any, it has been 
wage cost inflation. I find very little discussion and no agreement on 
this question.” 


41. Another example is in the question of the use of interest rates as a 
general economic regulator. I remember the symposium published by the 
Oxford University Institute of Statistics in 1952, soon after the revival of an 
active Bank Rate policy in the United Kingdom. It seemed to me then 
that there was a good deal of uncertainty, and this has really been going on 
among economists for a very long time. The main difficulty from a practical 
standpoint, in assessing the various theories on the subject, is that one is 
often left in uncertainty as to the various causal steps which are implied in 
a particular view, and it is thus impossible to subject them to any sort of 
empirical check. Indeed, there is still a tendency to speak in magical rather 
than scientific terms of the use of interest rates and of monetary controls 
generally. The economy is to be given a potion or dose, and wonderful 
results will follow. Other examples will occur to everyone familiar with the 
subject. 

42. What I have said so far may perhaps suggest that I think that 
economics is of little practical value, apart from, so to speak, training the 


1 For June 1958. 
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drivers or the helmsmen. But this would clearly be going too far. Having 
been critical, I ought to say something in conclusion about the way in which 
things might be improved. I do so with some trepidation, and am uneasily 
conscious that much of what I have to say may seem very obvious. 
But unless the practical economist is prepared to tell his academic colleagues 
something of what he wants, he can scarcely claim the right to complain. 

43, First, as to the problems to be worked on. It is not for me, or any- 
one else for that matter, to try to lay down a research programme for the 
profession. But it is useful to bear in mind that economics began as an 
attempt to clarify the issues of political dispute; it has been said that its 
proper function is metapolitical. While I do not suggest that the whole 
profession should henceforward devote itself to controversy on issues of 
current policy—my life would be even more difficult if it did—I do suggest 
that practical preoccupations can be a valuable guide to the direction of 
research. Logical precision for its own sake is a very beguiling siren—it 
took centuries before people gave up the attempt to square the circle—and 
one needs strong protection against this temptation. 

44, I must confess that I am often surprised as much by the subjects 
which are not worked on as by those which are. I speak with diffidence 
here, for I do not pretend to have more than a very general acquaintance 
with work in progress. But I have been struck, for example, by the fact 
that, although price theory has always occupied a large part in the pro- 
fession’s attention, surprisingly little work seems to have been done so far on 
such questions as the variability of profit margins with the general level of 
activity, which modern statistics now make it possible to investigate. The 
multiplier was understandably out of fashion so long as the economy was 
largely supply-determined, as it was in the earlier post-war years. But, 
now that we have returned to more normal conditions, I would have ex- 
pected it to recover its attractions as a subject for research. Indeed, much 
of the discussion about the probable consequences of the last Budget has 
turned on what value the multiplier has. The relation between exports 
and the level or rate of growth of home demand has been another very 
important practical issue, but again I have come across little academic work 
which bears on it. Indeed, the whole subject of the balance of payments 
seems to be suffering from some neglect, particularly in its dynamic aspects. 

45. These are only particular examples, intended to illustrate and not 
toexhaust. I wonder also if we are not in danger of taking our conceptual 
apparatus too much for granted. The classes into which we divide economic 
events—be they commodities, classes of expenditure, types of output or of 
income, etc.—are all aggregates of individuals with differing characteristics. 
We tend to assume that totals or averages for the classes will summarise all 
the relevant characteristics of the frequency distributions within them. 
This is by no means self-evident. For example, to the best of my knowledge, 
those who have taken part in the discussion of wage drift in recent years 
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have all assumed implicitly that the differing rates of growth of average 
wages and average earnings which they are investigating result from differing 
rates of shift in the two frequency distributions whose characteristics are 
summarised by these averages, and not from mere changes in the shapes of 
the distributions. I would expect that the nature of the explanation of 
wage drift might differ considerably according to whether this assumption 
is true or not. 

46. More generally, there continue to lie unused large banks of poten- 
tially valuable statistical data, in the shape of the primary material of which 
official statistics provide one form ofsummary. There are obvious practical 
difficulties about more intensive work on this material, and I do not wish to 
prejudice in any way the position of the official statisticians. But there 
seems to me to be here scope for valuable work by concept makers and con- 
cept users. 

47, As to methods of work, there is first the old and simple rule that, if 
your facts or theories lead to conclusions which are at variance with your 
common sense, then you need to look again at your facts or theories. This 
recommendation may seem so simple as to be almost insulting. But, if I 
may make a personal confession, I am frequently struck by how much value 
I get from my academic colleagues in oral discussion compared with what I 
learn from their writings. Indeed, much of the profession seems to exist in 
a state of controlled schizophrenia—once paper is on the table, good sense 
and a sense of proportion seem to fly out of the window. 

48. Narrowing so far as possible the limits within which there is disagree- 
ment between economists can be done with any prospect of success only by 
appeals to experience. It follows therefore that the most useful economists, 
from a practical point of view, are those who check their results against 
what has happened already. 

49. This is a laborious and expensive task which is quickly brought up 
by limits of time and money. It seems to me, however, that we often make 
things more difficult for ourselves than we need to do, simply because we do 
not work in a standard form, which would at least make it possible to com- 
pare different pieces of work in the same field. Thus even if the resources 
are not available for the empirical research which would be needed to test 
any particular piece of theoretical work, much could be done by defining 
the terms in ways which would have a precise meaning to economic statis- 
ticians. 

50. It hardly needs to be said that it is also an essential requisite that 
if forces are thought to be at work, the person writing about them should 
explain exactly how the changes which he is predicting would take place. 
For otherwise it becomes impossible for anyone else working on the same 
subject to speak the same language. To elaborate a little on a simple 
example to which I have already referred, if it is thought that monetary 
policy will produce a change, one must define the sectors which it is ex- 
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pected will be affected and how the processes will work. If monetary 
restrictions affect borrowers, will they be as Sir Ralph Hawtrey has argued 
for many years, in the first instance the holders of inventories ? or will they in- 
clude those who are borrowing for fixed investment? And if the monetary 
restrictions are supposed in turn to affect the movement of prices, what is 
the route through which changes in investment will affect the price level? 

51. The explicit formulation of hypotheses in this way would help to 
guard against what I regard as a besetting sin among economists; that of 
enunciating purely definitional relationships when they purport to be making 
statements about reality. I have referred already to the difficulty of resolv- 
ing disputes in the field of monetary policy arising from the truncated, not to 
say mystical form, in which theories are enunciated. The dangers can be 
illustrated from the report made by the staff of the International Monetary 
Fund last year on International Reserves and Liquidity. This is in many 
respects a most admirable document. But it is constantly on the edge of 
suggesting that because, ex post, changes in reserves are identically equal to 
the excess of saving over home and overseas investment, all that a country 
needs to do in order to build up its reserves is to raise slightly its rate of 
saving in relation to the rate of investment. 

52. This sin is so pervasive that I almost wish that it were within our 
power to mark out in some way any economist who failed to use consistently 
the identity symbol when writing a definitional equation and to confine the 
use of the equals symbol to empirical relationships or hypotheses. 

53. Proper formulation will also help with the problem of communica- 
tion between different kinds of economists. It is becoming more and more 
difficult for the practical economist to learn from his academic colleagues or, 
I suspect, for any but the most industrious in the academic field to keep 
up with developments in other branches than his own. This is partly 
because of the gap between the mathematical and the non-mathematical 
economist. But it also results from the bad habit of economists of inventing 
(different) individual definitions for words in common use. In addition, 
there is a very real need for the occasional short and easily comprehensible 
review of the state of knowledge, including empirical knowledge, of the 
particular branches of the subject. The task of preparing them may seem 
tomany academic economists to be so pedestrian as to be beneath them. I 
remember, however, that, before the War, the annual review of economic 
theory in Econometrica was much more than a mere summary; the stimulus 
of compiling it often produced new ideas. Since the War we have had two 
extremely valuable surveys of contemporary economics produced in America. 
Neither the time nor the expertise of the practical economist is unlimited, 
and it would certainly help him if he knew where he was, both in the pro- 
gress of the subject and in its terminology. 

54. All this sounds so extremely elementary that it may be asked if it is 
worth saying at all. And yet we come back to the large measures of disagree- 
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ment among economists about the objects and methods of practical policy, 
which can only arise either from the inability to get any facts with which 
to check the theories, in which case the theories cannot be said to have any 
practical application; or from the inability of economists to put their results 
in a form in which they can be checked empirically; or finally from the 
lack of resources to make the check. 

55. There have always been economists who have sought to combine 
theory with practice. I think that their number is increasing. And in 
recent years we have seen the development of such bodies as the Institute of 
Statistics in Oxford, the Department of Applied Economics in Cambridge 
and the National Institute of Economic and Social Research in London. 
Similar bodies exist, here and in other countries—their names will be 
familiar to you all. If economics is to make further progress as a body of 
knowledge which can be applied to practical affairs it is to the collaboration 
of economists with bodies such as these that we must look. 

R. L. Hai 
Treasury Chambers. 
London. 
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THE PROFITABILITY OF INVESTMENT 


I po not propose in the course of these lectures! to advance any new 
model of economic growth—a model in which profitability of investments 
has been specifically elaborated. Unquestionably we need new and better 
theoretical formulations of the problems that I shall examine—I am quite 
aware of this—but in the international division of labour between economists 
I find that my own comparative costs for the skilful art of model-building 
are too high. Mathematical economists and econometricians can do this 
much better and much more easily. In my view an excess of our best skills 
and energies are directed to creating mathematically refined models of 
growth. ‘Too little addition to knowledge is coming from the more or less 
intricate growth models. They give us alternatives for interpreting reality 
that are too numerous and too wide. And there are too few acceptable 
criteria for a good choice to be made as between them. 

On the other hand, we have the statistical pictures of economic growth, 
presented more or less independently of the mathematical models. Here 
the definitions of variables and the basic assumptions as to interdependence 
are more or less hidden. The statistical time series of national incomes and 
capital stocks invite over-bold economists and econometricians to interesting 
and exciting interpretations of the process of economic growth. But the 
gaps between the statistical results and the interpretations are wide and 
often impossible to bridge. 


Some Issues or Economic Po.icy 

The modest contribution that I have to offer is partly concerned with a 
few elements of a growth model and partly with the interpretation of corre- 
sponding elements of statistical knowledge. My problems refer to the 
notion of marginal efficiency of investment, and from the point of view of 
the statistical picture I am seeking to interpret the notion of profitability of 
investment. 

My researches in this field arise out of current economic policy issues in 
Sweden. This is nothing to be ashamed of. There is an old tradition of 
close connection between economic policy and economic research. Its 
danger is that economists are tempted to be superficial and to base realistic 
policy conclusions on insecure foundations. 

The issues that form the background to my research are not peculiar to 
Sweden. There has been a great scarcity of savings during the whole of the 
post-war period, and we expect that we shall continue to have great difficulty 
in providing for the growing volume of worth-while investment. The last 


1 This article represents a shortened version of two lectures delivered by the author as Marshall 
Lecturer in the University of Cambridge. 
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five-year survey of Sweden’s future economic development, presented two 
years ago, predicted growing pressures. On top of a rapidly rising standard 
of private consumption, natural in a full-employment economy with an 
automatic and stable process of income inflation, very important social 
reforms were coming: a gradual shortening of the working-week, and a 
radical and general improvement of the pension system. The long-term 
investment programme emphasised the important sectors of the economy 
where investment had been neglected: housing, and various kinds of public 
investment in hospitals, schools, roads, water and sanitation, and so on. 
At the same time the investigation revealed rapidly growing investment 
plans in the private sector of the economy, which was adapting itself to great 
technical changes and to expanding markets at home and abroad. The 
method used in carrying out the survey of future investment needs and 
savings was very crude and failed to consider the implied relations between 
capital formation, production and prices. None the less, the recommenda- 
tions for a higher gross investment and savings ratio in the Swedish economy 
and for more “ rational ” methods of determining priorities for investment 
projects provided plenty of material for debate on economic policy. 

The questions I have in mind are thus: How much does it help, from the 
point of view of productivity, to raise the total gross savings ratio of the 
economy by so and so much? Or, how much lower will the rate at which 
production increases be if the savings ratio is forced down? ‘Tendencies of 
this kind are more or less taken for granted, but there seems to be a great 
deal of variation in opinion as to how powerful the effect is and how quickly it 
operates. The answer is naturally affected by the composition of invest- 
ment. ‘To what extent does an increasing share of long-term public invest- 
ment, including housing, affect the rate of increase of production as com- 
pared with a development more favourable to investment in private industry 
and trade? We need to investigate the effects of allocation as between 
branches of industry, types of investment and firms of different kinds within 
a branch. Looking at the question from another angle, we arrive at the 
intricate problem of how and by what criteria are gross savings allocated 
to the various channels of investment? In Sweden, the whole problem of the 
functioning of the credit and capital markets in relation to the productive 
use of savings has been brought very much to the fore in the heated debate 
on pension reform. The structure of the capital market will be radically 
changed by the creation of the huge pension fund proposed by the Govern- 
ment, ultimately reaching the order of one year’s national income, to compen- 
sate for the expected decline in private savings and to meet the needs for in- 
creased savings. Is this change going to be for the better or for the worse? 
And from whose points of view? 

What can economists say about such policy issues? What criteria can 
we use, not to solve impossible problems but to make more fruitful a sterile 
debate, in which the combatants are armed only with vague principles of 
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sound or progressive economic policy? My intention is modest: to try to 
use available theory and statistics to clarify problems of this kind. 


Tue Limirations oF SIMPLE GROWTH MOoDELs 

I shall begin by examining some of the well-known growth models to see 
how far they can help us to understand such problems. I recognise that the 
models have not primarily been created to elucidate the particular problems 
I have in mind. Abstract theories of capital formation, such as Harrod, 
Domar, Mrs. Robinson, Kaldor, Champernowne and others have con- 
structed, are of great importance in the development of economic thinking, 
not least for making precise sense or nonsense of vague statements in the 
discussion of economic growth. We enjoy or do not enjoy each other’s 
models, and can give reasons for doing so. Sometimes an economist thinks 
that he can destroy a theory by showing that it is founded on an extremely 
abstract and unrealistic hypothesis that can never be tested. This is, of 
course, an illusion. The abstract hypothesis can be defended as being an 
accepted way of thought, belonging to an important line in the history of 
economic doctrines, and in the model these ideas are only brought out more 
clearly. Even if no empirical test can be applied, the features involved in 
the abstract hypothesis might be defended as essential to the understanding 
of economic growth. The omission of such features and the incorporation 
of other variables and relations, just possibly capable of translation into 
econometrics, might make the model still more unrealistic. ‘The hypotheses 
underlying our use and interpretation of capital and production statistics 
sometimes seem to me to be more risky than the pure theories. Be that as 
it may, my criticism here of the models in question, with and without 
statistical applications, is from the limited viewpoint of how far they help 
us to clarify the type of economic-policy issues I have mentioned. 

My scepticism about prevalent growth models refers especially to the 
high degree of aggregation and the concepts of capital and investment con- 
nected with this. Ofcourse, all model builders are aware of these difficulties 
and perhaps fear that, if they did not simplify in one respect, they would be 
forced to over-simplify in another and more important respect. The pre- 
vailing modes of model building contribute little clarification to the problems 
of how changes in the total volume and allocation of investment may in- 
fluence production, and of how to judge the functioning of the credit and 
capital markets with reference to marginal efficiency and profitability of 
investments. What, in my view, is very much needed is a sensible interpre- 
tation of capital as a factor of production and a disaggregation of the concept, 
or the statistics, of the volume of total capital into parts. A disaggregation 
is needed to clarify the problems of the interdependence of capital and capital 
investment in various sectors of the economy. We miss essential features of 
the process of capital formation in a developing economy if we aggregate too 


much and leave out completely the interdependence problems. Moreover, 
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an analysis of the interdependence problems presupposes an understanding 
of the profitability criteria of investment in the various sectors of the economy. 
No easy way out can be found by assuming some kind of profit maximisation 
rule. Account must be taken of administrative behaviour, of current rules 
of thumb, and of the permanent and characteristic imperfections of the capital 
market. Iam going so far as to maintain that we overlook essential features 
of a dynamic and expanding economy if we make the assumption that a 
capital market is perfect, or even that it has a tendency towards perfection. 
To illustrate these problems, I propose to make use of some results of an 
interview study of profitability of investment in Swedish industry—a research 
project that I have been working on recently. 

Let me begin with the problem of the effect of the rate of growth of 
capital on the rate of growth of net output. I shall use rough overall 
figures, assumed to be representative for the Swedish economy. If the 
average rate of profit on all invested reproducible capital is about 5% and 
if, as many investigations seem to show, the profit rate tends to be reasonably 
constant over time, and if there is a net rate of investment of say 10% per 
year, then, at a rate of growth of total net production of 2% per year, the 
capital accumulation should only account for one-quarter of this rise of 
production. 5% on the additional capital corresponds to only 0:5% of 
national product. An ecoromic policy successfully promoting savings that 
brought up the average savings propensity so much as from 10 to 15% 
would with the same assumptions only augment the rate of progress by 
one-quarter of 1%. Very small reward indeed for this great effort! 

Here I have the first and very simple answer to one of my questions: how 
great is the marginal importance of savings for the growth of the economy? 
This interpretation is obviously based on marginal productivity theory, 
where you can measure the importance of the factors of production from their 
remuneration. For the sake of simplicity I shall call this kind of interpreta- 
tion the Douglas approach. 

As an alternative interpretation, at the other extreme, I can take the Cassel 
approach giving maximum importance to capital accumulation. This is 
the simple exponential-growth formula used so commonly in the literature on 
economic growth, where the exponent is the relation between the net savings 
ratio and the capital coefficient. In the case mentioned above—if the 
marginal capital coefficient is stable at 5—the Cassel theory would imply an 
increase in the rate of growth of the economy from 2 to 3% per year as a 
consequence of the higher savings ratio (from 10 to 15%). It is clear that 
it is very important for economic-policy decisions whether the rate of growth 
of production is influenced significantly or hardly at all by a given change 
in the savings ratio. 

More sophisticated versions of the marginal-productivity theory have 
often been used to give quantitative precision to the relative importance of 
factors supposed to determine growth of production: on the one side, input 
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of labour and capital; on the other side, more or less unknown factors sum- 
marised as shifts of the production function. A great number of applica- 
tions of the Cobb-Douglas function have been made, and in spite of all the 
serious criticism directed against the method new experiments are con- 
tinuously being tried. I shall mention briefly the results recently published 
by Aukrust for Norway and Solow for the United States, since it gives me a 
good starting-point in the search for alternative methods.* 

Aukrust, using a Cobb-Douglas function, finds for the Norwegian growth 
of real national income 1900—56 (excluding war years) an exponent for real 
capital of 0-20 and for labour of 0-76 and a yearly shift of the production 
function of 1-8%. Applying the findings to the post-war period 1948-55, 
when capital accumulation in Norway indicated a Western record (5-6% 
per year), Aukrust finds that the capital coefficient was increasing rapidly 
and that the contribution of capital accumulation to the growth rate of 3-4% 
per year in spite of this was less than a one-third of this rate. Aukrust takes 
these results seriously and uses them to show that a lower rate of savings 
would mean comparatively little to the rate of progress. More attention 
should instead be directed to the factors determining the shifts in the produc- 
tion function, technical research, administration, investments in education. 

Solow has the same problem of segregating variations in output per head 
due to technical change from those due to changes in availability of capital 
per head. The time series of private non-farm output per hour shows a 
doubling over the years 1909-49—in real terms. According to Solow’s 
econometric manipulations, 80% of this growth rate is accounted for by the 
cumulative upward shift of the production function; the average rate of 
shift during the whole period was 1-5% per year, and thus close to Aukrust’s 
results. An interesting result, according to Solow, is that the rate of shift 
was less than 1% on the average up to 1929 and as much as 2}% per year 
during the period 1930-49, when “ employed ” capital actually increased 
at a significantly slower rate than the number of hours worked. The 
elasticity of production with regard to capital is about 0-35 according to 
Solow’s production function. 

We all know the shaky foundations of the Cobb-Douglas technique, both 
statistically and as a theory of production. As was pointed out long ago, 
the intercorrelations of the time series in question are apt to give very un- 
reliable results. My own very rough experiments with Swedish statistics 
show that the differences in the closeness of fit are often not great enough 
when using elasticity coefficients for capital varying between 0-20 and 0-50% 
for one to feel sure that the one interpretation is clearly preferable to the 
other. And the results as to the rate of shift in the production function 
would be entirely different. 


? Odd Aukrust, ‘‘ Vebst og Struktur,” Bedriftsekonomen, December 1957; Robert Solow, 
“Technical Change and the Aggregate Production Function,” Review of Economics and Statistics, 
August 1957, 
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To this very wide range of choice as to the interpretation of accepted 
statistical time series must be added the unavoidable uncertainties of defini- 
tion and measurement, especially of the growth of the volume of capital. 
The capital-volume series we have used to measure the trend of capital 
coefficients in Swedish industry have in my view an indeterminate range of 
about + 10-20% over a ten-year period; that means that we do not really 
know whether the volume of capital in Swedish industry has increased by 
90% or 50% over the period 1946-56 (that is, more or less rapidly than the 
volume of production). This uncertainty is due both to lack of clear 
definition and to the fact that the definitions stand in an unknown relation 
to available statistics. 

Before I examine these problems let me deal with a simpler and, in a way, 
clearer approach to our problem of estimating the relative importance of 
real capital accumulation in explaining the growth of production. This 
consists of measuring the rate of increase of total productivity by relating an 
index of the volume of production to an index of the volume of input of 
production factors of all kinds, including both labour and capital. The 
weighting becomes a delicate problem, but it is an honest index-number 
problem and is not concealed in a correlation procedure. It is reasonable 
to argue—as Professor Kendrick has done—that the relative weights of 
different kinds of labour- and capital-input units should be determined by 
their base-period prices, hoping that these approximate the marginal con- 
tributions to output during that period.1 Such a measure should tell us how 
output would have developed if productive efficiency of the various inputs 
had been constant and the same as in the base period. And the relation of 
the two index series of actual and hypothetical output gives us the rise in 
productivity that has to be explained by other factors than changes in the 
volumes of labour and capital input. 

I regard this method as preferable from several points of view. Dis- 
cussion depends too much on the very crude and much misused concept of 
“* productivity of labour,” in which the output index is related to only one 
of the factors of production. One can argue that as a measure of produc- 
tivity an index also taking into account the inputs of capital must be “ better” 
in some way than the usual index neglecting the process of substitution of 
capital for labour. The results are, moreover, of interest in a discussion of 
economic policy; that has been my experience when it could be shown that 
the “ true ” rate of increase of productivity in Swedish industry during the 
post-war period has not been 3-5-4% as commonly maintained but only 
about 1% per year. It is especially interesting when comparing rates of 
productivity increase in agriculture and industry, as well as in different 
branches of industry. The results of such comparisons between branches 
seem more relevant when some account—however approximate—is taken 


1 John W. Kendrick, “‘ Productivity Trends: Capital and Labour,” Review of Economics and 
Statistics, August 1956. 
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of the very wide differences in the rates of capital accumulation. The 
Kendrick approach, although in a way less ambitious than the Douglas 
approach, does not, of course, eliminate the fundamental questions of un- 
certainty as to the interpretation of the results. ‘The questions are how shall 
we interpret the changes in volume of capital input; what sense there is in 
the choice of the relative weights for capital and labour inputs: the necessity 
or advantage of assuming a given production function that is implied equally 
in the Kendrick approach. These questions are obviously closely inter- 
related. 
VOLUME OF CaPITAL CONCEPTS 

Let me start with the statistical problem of measuring the development 
of the volume of capital for a branch of industry or for the economy as a 
whole. Goldsmith and other specialists in this field, who produce measure- 
ments over long stretches of time, apparently care little about the arbitrari- 
ness of the results and the uncertainties of their interpretation. Take the 
problem of the deflators—hardly even mentioned as a difficult problem in 
the account of the methods. When using an aggregate of machinery price- 
index numbers for deflating fire-insurance values of capital or accumulated 
values of machinery investment in Swedish industry I had a very uneasy 
feeling of the uncertain nature of the underlying machinery price statistics. 
Do the prices of the machines included in the index take account of changes 
in the efficiencies of new machines—and if so to what extent? My belief, 
based on some acquaintance with our machinery price-index numbers in 
Sweden, is that the collectors of the price material try to include only 
standard machines with constant efficiency in some sense, using chain links 
to make adjustment for necessary changes of types. But I am sure that they 
do not succeed very well in this endeavour. The index therefore gives not 
the price of an unchanging “ volume” of machinery services, but rather 
prices of machines with a rising trend of efficiency. If the efficiency of the 
machines is rising on average by, say, 1 or 2% a year, the use of this type of 
deflator gives a lower rate of increase of the machinery capital interpreted 
in productive capacity terms than a “ correct ” index would give. I dare 
not raise the question of how effective the machinery price-formation process 
is from the point of view of difference in quality and efficiency. Generally 
there is a tendency for an increase in efficiency of a new model that is greater 
than the rise in price. There is the same type of bias in the measurement 
of the volume of construction. A construction-cost index with relatively 
fixed weights tends to over-estimate a rise in building costs, and a rising 
efficiency of the use of factory space is, of course, not accounted for. The 
sad thing is that the statisticians do not really know what they are doing 
when they deflate the capital-value figures, and the economists do not know 
which capital concept the vclume estimates most closely approximate. 

This brings me to the difficult problem of the relation between the 
interpretation of statistical time series and model builders’ conceptions of 
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essential features of economic reality. In the production function approach, 
the theorist usually likes to consider capital as input of some kind of original 
factor of production, measuring input as costs of labour and materials 
embodied in the machines or buildings in question. An assumed production 
function gives precision to the notion of how much an increased volume of 
capital should add to production under given technical and other conditions, 
The rate of increase of “‘ total”? productivity—the shifts in the production 
function—represents our ignorance of the causes of economic growth. 

It is, however, possible—as Kuznets has maintained—to define the volume 
of capital with regard to the capacity to produce embodied in the machines 
and buildings.’ Difficulties as to time dimension and degree of utilisation 
are the same in both cases and can be assumed away. This means that ifa 
machine costs as much as in a base period, in terms of input of labour and 
other real costs, but at a given rate of utilisation renders 50% more in the 
form of flow of services (for example, in horse-power), then there is a corre- 
sponding increase in the volume of capital. From the point of view of the 
reproduction cost of an existing capital structure, old capital goods should 
then be imputed values with regard to the cost of replacing them with 
modern machines built with improved techniques but giving a constant 
volume of services. Capital consumption may according to this approach 
be defined as the scrapping of old equipment with no deduction for obsoles- 
cence as long as capital instruments are repaired and maintained to keep 
constant capacity. This means that the depreciation charges of old capital 
will be probably lower than according to the input-cost approach (for 
example, the perpetual inventory method) and also that the rate of growth 
of the volume of capital will be more rapid. It may be significant that 
Kuznets’ index figure for the growth of reproducible wealth in the United 
States over the period 1900-50 lies 30% above Goldsmith’s measure. 

In pure models the one approach can logically be made as precise, 
attractive or persuasive as the other. And there are no a priori criteria as 
to which model is less realistic or more difficult to apply. What I am in- 
terested in is the shift in interpretation of the réle of capital formation im- 
plied. In the first approach our attention is directed towards the substitu- 
tion possibilities between labour and capital under given static conditions— 
and, as the statistical applications seem to show, a relatively small part of 
growth is explained by this method. In the second approach investments 
are somehow supposed to materialise in capital goods of rising technical 
efficiency and productive capacity, with the result that a Kendrick method 
of analysis would result in a lower rate of unexplained rise of productivity. 
There would be correspondingly fewer “ unexplained ” shifts in a production 
function. It is evident, however, that the difference between the two types 
of approach means a transfer of ignorance from the unexplained shifts of the 
production function to the hypothetical efficiency effects of investments in 
1 See the discussions in Problems of Capital Formation, Studies in Income and Wealth, Vol. 19, 1957. 
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new capital goods which are transposed to a capital-volume index. One 
important consequence of this latter approach could be that capital accumu- 
lation would be regarded as a more important factor of growth. This is on 
the condition that when the rising efficiency of capital goods is incorporated 
in the definition of capital volume, the weight of capital can be assumed to 
be the same, independent of the definition and measurement of capital 
growth. 


Some More SopuHisTICATED THEORIES 

At this point I come very close to profound problems intensively dis- 
cussed at a high theoretical level here in England. I am especially thinking 
of the theories and definitions developed by Mrs. Robinson, Mr. Kaldor 
and Mr. Champernowne.! I am not competent to judge the intricate details 
of their models—and to what extent the results may clarify my problems. 
As far as I have understood the issues as to capital formation involved in the 
discussion, a fundamental dilemma resulting from the application of classical 
tools of analysis is clearly unveiled. The production—or for that matter 
the productivity—function is a useful instrument for showing a substitution 
process of capital for labour under static conditions—where technical know- 
ledge is given. The concepts of capital volume and marginal efficiency or 
productivity of capital can then be given a precise meaning. When the 
object of analysis is widened to include discontinuous or continuous changes 
in applied technical knowledge, the assumed or given shifts in the production 
function limit the explanatory value of the theory very much. Widening the 
system to include these dynamic changes will, on the other hand, upset the 
system of explanation a great deal and spoil the simple definitions of capital 
and marginal productivity. The growth of capital volume can strictly be re- 
garded as an accumulation of net investments only during the substitution 
process when real wages are assumed to be constant. The introduction of 
important technical innovations upsets the equilibrium, causes serious 
changes in income distribution and profit expectations and makes revalua- 
tions of existing capital equipment necessary. But the rules of valuation 
must be rather arbitrary, if the disturbance means an upsetting of the equili- 
brium conditions. In any case this type of approach implies changes in 
capital values that are not regarded as consequences of net investments. 
The marginal efficiency of investments defined as the profitability of sub- 
stituting capital for labour assuming given technical knowledge becomes 
something very different from the marginal productivity of capital. This 
concept should then refer to more or less arbitrarily determined changes 
under dynamic conditions in the values of capital and net output, both in 
real terms. Of course, energetic model builders overcome a dilemma of 


1 Joan Robinson, ‘‘ The Production Function and the Theory of Capital,’”’ Review of Economic 
Studies, Vol. XXI (2), 1953-54; N. Kaldor, ‘‘ A Model of Economic Growth,”” Economic JouRNAL, 
December 1957; D. Champernowne, “ Capital Accumulation and the Maintenance of Full 
Employment,”’ Economic JouRNAL, June 1958. 
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this kind by introducing new sets of assumptions and by finding consolation 
in points of dynamic equilibrium. 


My objection to the type of model Mr. Champernowne has built with - 


great skill refers to the unnecessary extra complications that arise because of 
the artificial position of the static production function in a system explaining 
dynamic economic change in the economy as a whole. The term “ arti- 
ficial” is used as a subjective-value judgment. You can defend the pro- 
duction function as an important tradition in economic thought; making 
use of it is thus good for pedagogical reasons. A model is apt to be accepted 
if it contains traditional relations such as consumption and production 
functions, and part of our profession consists of training our skill in handling 
these tools for nearly all purposes. It may be argued that the production 
function is not more unrealistic than the Keynesian consumption function 
for model-building purposes. My contention is merely that the way of 
posing the problems that is implied in the production function does not 
clarify the issues I wish to have clarified. 

My simple premise is that the investment process can be understood only 
when the reference basis is an economy perpetually out of static equilibrium. 
There is a more or less continuous flow of disturbances brought about by 
technical change as well as by other changes in demand and supply con- 
ditions. The resulting disequilibrium positions create investment oppor- 
tunities, and then the investment process is continually creating new dis- 
equilibria. Only a minor part of the investment problem can a priori be 
regarded as a static substitution problem. If this view is accepted as 
plausible, then an effort to use the production function as an instrument to 
explain long-term growth must be considered as very inadequate. Solu- 
tions along these lines will from this point of View seem artificial. But of 
course I cannot prove this. 

In Mr. Kaldor’s model of economic growth? the distinction between 
movements on a production function based on a given technical knowledge 
and shifts of such a function is abandoned. Instead, he introduces a postu- 
late of a given relationship between capital accumulation and growth of 
productivity. Instead of the traditional assumption of the production 
function he makes the heroic assumption of a given curve—the technical 
progress function—presuming a constant flow in the rate of new technical 
ideas and possibilities—and lets the rate of capital accumulation determine 
to what extent the technical opportunities can be used. In this way invest- 
ment is completely and inseparably combined with the dynamism of 
technical change. A mutual interdependence is pictured: the speed with 
which an economy can absorb capital growth depends on its technical 
dynamism at the same time as the speed at which technical innovations can 
be applied depends on the supply of savings. 


1 See reference above. I am sure that Mr. Kaldor has built many new growth models since 
1957. 
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In spite of the high level of abstraction, I consider this approach based on 
the technical progress function as being more promising for an understanding 
of the réle of capital formation than models built on the static production 
function. In this discussion I am not interested in Mr. Kaldor’s ambition 
to find a solution to his system of long-run equilibrium growth. I am only 
a little sorry that it compels him to introduce a number of simplifying 
assumptions that make his model impossibly remote from the level at which 
I need help to understand reality. 

What explanatory value can we find in the highly abstract technical 
progress function and Mr. Kaldor’s method of relating it to capital accumu- 
lation? It shows that productivity would grow even at zero rate of capital 
accumulation. This constant in the technical-progress function corresponds 
somehow to the shifting of the static production function; productivity will 
rise for a number of reasons independently of capital accumulation. What 
is left unexplained should, however, be less than in the Douglas or Kendrick 
approaches. Again the position of the curve will depend on the definition 
and measurement of capital and its rate of growth. The more “ gross ” we 
define investment in order to include efficiency gains when replacing old 
capital goods, the smaller will be the increase of productivity explained by 
factors other than capital accumulation. But something should always be 
left to be accounted for by a multitude of factors, such as improved skill and 
organisation, cost reductions of various kinds, enlargement of markets; all 
these are factors contributing to more efficient methods of production with- 
out there being any need for capital investments of the type here discussed. 
The continuous process of growth of technical knowledge, shifts in demand 
functions, price and cost changes, must mean that firms are constantly out 
of equilibrium, that is, with a below-optimum allocation of resources. 
Lagging adjustments of production and sales policies—the lags being partly 
determined by costs of administration, lack of information, or absence of 
incentives—will mean a stream of efficiency gains at the various points in 
the economy, which may be assumed to sum up to a yearly increase in pro- 
ductivity for the economy as a whole. 

Interview studies in Swedish industry give me a strong impression of 
this factor; managers and engineers know that all the time there are a great 
number of suboptimal disequilibrium positions within a firm. At an inter- 
view the management of a large engineering firm maintained that at nearly 
any stage in production costs could be reduced by about 10%, without 
there having to be any investment, after a close scrutinisation of the methods 
of production; but there was not sufficient time and administrative staff 
available to catch up with development. I have obtained some sort of 
empirical evidence of these possibilities from a steel-producing concern. In 
one of its plants no fixed investment at all was made during a ten-year 
period; there were only expenditures for repair and maintenance, while in 
the other plants of the concern new investment for expansion and modernisa- 








664 THE ECONOMIC JOURNAL [DEC. 


tion was considerable. The rate of increase of production per man-hour 
for the concern as a whole varied between 4 and 5% per year, and was about 
2% in the steel plant without investment. I have several similar instances of 
this phenomenon, but certainly not enough evidence to generalise. 

The most interesting property of Mr. Kaldor’s model of growth, from 
the point of view of my problems, is that the marginal social efficiency of 
investment, as it perhaps could be derived from the technical-progress 
function, has very little to do with the average level of the rate of profit. 
The effect on production of a change in investment depends upon the slope 
of this function at the point in question, and this slope is determined by the 
investment opportunities created and by the flow of technical innovations. 
The sad part of my interest in Mr. Kaldor’s model is that this slope, which 
might give me a beginning to an answer to my question regarding the effect 
of an increase in the investment on the rate of growth, is not revealed in any 
outward manifestations of the working of the model: not in the rate of 
profits, nor in the rate of progress, nor in the inverted capital coefficient. 
Changes in profits act only as short-term regulators of savings—and even in 
the long-run the dynamic equilibrium rate of profits on capital has no clear 
singular relation to marginal efficiency of investments. Is this a peculiarity of 
Mr. Kaldor’s model or something essential to be found in economic reality? 

My contention is that this lack of relation between actual ex-post profit- 
ability of investments and social as well as private marginal efficiency of 
investments is an important feature of reality and should be demonstrated 
in a good model. You cannot regard actual profits on capital as even 
approximately measuring the effect on production of changes in capital 
volume as the applications of marginal-productivity theories try to do. 
It is always dangerous to pick out and isolate one relation within a system 
of interdependent variables and draw conclusions of causal significance. To 
the extent that profits are supposed to be determined in a set of equations, 
then the ex-post profits registered may have very little to do directly with a 
change in the volume of capital in a production function. The same holds, 
of course, with regard to changes in the degree of utilisation of the capital 
stock. 

On the other hand, I feel very critical as to the way in which Mr. Kaldor 
deals with the interdependence of capital formation, profits and changes in 
the marginal efficiency of investments. Very many simplifying assumptions 
have, of course, to be made in order to make the model manageable. The 
entrepreneurs seem to be very short-sighted in his model, as they are not 
aware of the profitabilities of investments that the technical-progress func- 
tion implies. Investments are determined mainly according to the accelera- 
tion principle—with some regard being paid to ex-post profitability of capital 
—and the entrepreneurs are continually being surprised by greater increases 
of productivity than they had expected (on the condition that they are to 
the left of the long-term equilibrium point, otherwise the surprises will be in 








om - _ wm _s — 


— oe SP — —s 








oe SN PERRIN 








1959] THE PROFITABILITY OF INVESTMENT 665 


the opposite direction). In a way, it is strange that when the flow of invest- 
ment opportunities is given as being very much dependent on the growth of 
technical knowledge—and this is a realistic feature of the model—the entre- 
preneur should be more or less blind to these opportunities and only react to 
the expansion of the market that has just occurred. In fact, the entre- 
preneurs and their staffs of technicians and engineers will really be more or 
less busy creating small pieces of the technical progress curve and they must 
therefore be aware—although, of course, in varying degrees—of the oppor- 
tunities for investment arising from technical innovations. This is self- 
evident, or interesting, or startling, depending on the extent to which we 
have taken a model seriously and been prisoners in its cage, or have fallen 
in love with it. 


Some EmpiricAL EviIpDENCE ON CaPITAL GROWTH 

My proposition, then, is to consider entrepreneurs as experts on the 
technical-progress function on the micro level for the individual firm. Many 
of them know a lot about it, although in varying degree in different firms. 
Imperfections and uncertainty in knowledge have to be examined. Ina 
model we have to make precise assumptions about these things. My con- 
tention is that by studying the profitability calculations and expectations of 
returns from different kinds of investments in the business firms we might 
find out something about the slope of Mr. Kaldor’s technical-progress 
function. We cannot avoid meeting on this roundabout route the insoluble 
problems of how to aggregate the micro relations of private marginal efficiency 
of investments to macro concepts of social marginal efficiency relation for the 
economy asa whole. My point is, however, that a break-up of the aggregates 
is needed in order to see what problems we are really assuming away. 

In the study mentioned above of profitability of investments in the Swedish 
economy, I find it fruitful to pursue the analysis on the macro and micro 
level simultaneously. The aggregated statistics of capital, investments, 
profits and production in total industry and in the various branches of in- 
dustry can be much better understood and interpreted if intensive studies of 
how corresponding things happen and how they are expressed in statistics 
are made on the level of the individual firm. In the aggregates important 
features of the story may be eliminated. Méisinterpretation of the statistics 
may be avoided if we know how things cccur on the firm level and not least 
how the statistics are reported and created. Of course, there are great risks 
and much waste of time with interview studies. The interviewing of some- 
thing like 100 industrial firms is apt to give a bias. The selection of firms 
has in my case nothing to do with a well-structured sample. It is instead 
heavily influenced by such irrelevant considerations as that the firm is 
relatively big and the managers are open and interested in the problems in 
question. The interviews have been partly of a more extensive kind in order, 
for example, to get a general impression of the extent to which profitability 
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calculations have been made, and if so by what methods. More intensive 
personal interviews have been made of about twenty companies. On some 
occasions it has been possible for me to take part in the profitability dis- 
cussions of the management of the firm when investment decisions were 
being made. 

What can be the outcome of such small-scale interview research? I 
am not in a position to apply significance tests to the results. My intention 
is only to survey the types of problems that an economist meets when he 
tries to understand problems of marginal efficiency of investments from an 
ex ante point of view. For my own part I have been learning a great deal 
about criteria for investment decisions—and that is certainly an important 
element in this kind of direct observation. One clear outcome is that my 
propensity to generalise from official statistics and oversimplified macro- 
models is much diminished. 

Let me begin with some comments on the measurement of the growth 
of capital volume and of capital coefficients in Swedish manufacturing in- 
dustries. The official statistics of fire-insurance values, deflated by the 
special machinery price and construction-cost indices used by the insurance 
companies, give as a result capital coefficients varying from 1-2 up to 6 for 
the various branches of industry. Looking at individual firms inside the 
wanches we also find great dispersion. If agriculture, power production 
and housing are included the dispersion is, of course, still wider—up to 15. 
All averages for the economy as a whole must therefore be closely watched 
with regard to changes in the composition of the national product. For 
manufacturing industry as a whole, as well as for the various branches, we 
generally find higher marginal than average capital—output relations. 

Capital volume, according to our measurements, has tended to increase 
more rapidly than production volume during the post-war period, and indeed 
from the end of the 1930s if one may trust very rough estimates. Barna 
‘seems to have reached similar results for England.1_ How significant are such 
results? The problem is important from the point of view of estimating 
future need of savings for economic growth. 

I have already mentioned the difficulties of price indices and definitions 
of capital volume. I shall only add that alternative measures of capital 
volume, namely the index of horse-power installed and the perpetual- 
inventory method, gave so much lower growth rates that the conclusion 
about rising capital coefficients is in any case rather doubtful. Regarded 
as an efficiency or capacity measure of capital growth, fire-insurance value 
may be more significant than as a measure of capital input. In our inter- 
view studies we tried to check the significance of the fire-insurance statistics. 
We drew graphs showing development of fire-insurance values, cumulative 
figures on gross investments in real terms, production, employment for firms 


1 T. Barna, ‘‘ The Replacement Cost of Fixed Assets in British Manufacturing Industry in 
1955,” Fournal of the Royal Statistical Society, Series A, Vol. 120, Part 1, 1957. 
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interviewed and inquired about strange deviations in the curves. It wasa 
fruitful way of finding out sources of errors. The general impression from 
these discussions was that fire-insurance values tended to overstate repro- 
duction costs of reproducible capital (after allowance for depreciation) but 
not by very much, but that the trends of growth could be treated as signi- 
ficant for capacity development. It was, however, disturbing that at in- 
tervals of five to ten years there was usually a complete revaluation of the 
fire-insurance values—and it cannot be judged to what extent these revalua- 
tions tend to average out in the aggregates. 

One possible method of answering the question of whether capital co- 
efficients tend to be rising in Swedish industry would be to try to compare 
capital-output relations derived from fire-insurance statistics with corre- 
sponding relations derived from expansion programmes planned or in 
process of realisation. But here we meet many interesting difficulties. 
Obviously one must not compare planned investment expenditures with 
expected value added; to make the figure comparable with ex-post relations 
based on fire-insurance and production statistics, the investment figure must 
be reduced to some kind of average value of real capital over the life of the 
investment. The arbitrariness of any such deduction leaves little confidence 
in a comparison with ex-post average and marginal relations based on fire- 
insurance values. The few comparisons we have been able to make seem 
to give low capital-output ratios for new expansion programmes as com- 
pared with existing structures. 

One must be very careful in drawing conclusions, however. An ex- 
pansion is usually based to a varying but sometimes quite important extent 
on the use of already existing facilities of the firm—power supply, transporta- 
tion equipment, warehouses—where there is unused capacity. This is 
particularly the case when old buildings can be used and the expansion 
refers only to machinery and equipment. The need for new factory building 
may come later when higher profits at the expanded level of production 
make financing easier. To this factor is due a not uncommon tendency to 
underestimate ex ante the total cost of investment, not least because of an 
unexpected rise in the need for circulating capital. 

The capital needs of an investment project are only one part, and cer- 
tainly the easiest part, of a profitability estimate. And it is on this point, 
as I have said, that I like to use the entrepreneurial expert knowledge to 
obtain some basis on which to judge the slope of a Kaldorian technical 
progress curve, or of Keynes’ marginal efficiency of capital. Let me start 
again with the ex-post values. On average for the past five years I find a 
level of gross return on capital of 8-10% before taxation in Swedish manu- 
facturing industry, corresponding to perhaps 5-7% net return. This level 
of ex-post profitability in Swedish manufacturing industries is much lower 
than Barna’s very similar estimate of about 15% gross profitability for British 
manufacturing industries—as presented in his address to the Royal Statis- 
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tical Society in 1957. But I think Barna tends to overestimate gross profits 
considerably through his method of making subtractions from value-added 
figures. Using Barna’s method, I also get 15% gross profits in relation to 
total assets. The reason is that all items of cost are not accounted for in the 
production statistics. My results are based on official statistics of profits 
that can be made approximately comparable with the statistics of fire- 
insurance values, and I think this method is a little more reliable. A low 
ex-post profitability on invested capital is also a phenomenon I very often 
find in the interview studies of the individual firms. I have quite a few 
examples of rates of net return approximating 5% (before taxation) on 
reproduction values of existing capital, and this was during the very good 
years 1955-57, and refers to corporations which were probably among the 
more efficient in the respective branches. 

The best way of valuing capital will always remain a puzzle. The book 
values of the companies’ own capital (share capital and funds) were very 
much lower and yielded much higher returns. To the extent that the re- 
production cost valuation measures costs of re-erecting the capital structure 
of the firm with to-day’s costs of reproducing old capital goods, or substitut- 
ing with new capital having the same efficiency as the old ones, it is quite 
natural that net ex-post profitability shall be relatively low. To what 
extent fire-insurance values or expert evaluation approach such an in- 
determinable principle of valuation can never be very well ascertained 
because of the lack of clear criteria. The unsatisfactory feature of this kind 
of measure of profitability is that we are again trying to introduce a pseudo- 


static reference scale in a world of dynamic change, in which essential | 


characteristics of the conditions of capital formation cannot be properly 
understood if static notions are preserved. 


PROFITABILITY EsTIMATES 
I have dwelt on this notion of ex-post profitability of capital as it con- 
stantly arises in the discussion of economic policy. Representatives of private 
industry come back to calculations of this kind to show that Swedish industry 


——— 


cannot, after paying very high corporation taxes and dividends, even finance | 


reinvestment of old capital. It is maintained that the very sound consolida- | 


: 


tion that is characteristic of the greater part of Swedish industry is a result of | 


a long sequence of exceptionally good years of inflation. At prevailing 
profit margins and with the prospects of less inflation and more competition, 
determined among other things by the European free market, the outlook 
for profits is much less favourable. My own view is that industrialists in the 
political arena always tend to be pessimistic. As investment experts, 
planning for the future, they are apt to be more optimistic. I think that 
the presentation of some results of my interview studies will clarify the 
significance of such doubletalk. 

I can summarise my impressions from the interview study under three 
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headings: first, the relatively low frequency of more exact profitability 
calculations for new investments; secondly, the wide differences in defini- 
tions, methods and basic assumptions in the calculations and the difficulties 
of translating them into some common “ language ” or norm of evaluation; 
thirdly, the high dispersion of yield expectations from the various kinds of 
investment within a firm, as between firms in the same branch of activity 
and as between different sectors of the economy. 

Observations under these headings aré, of course, closely related. 
Behind all the difficulties of comparison lies the subjective nature of every 
estimate of uncertain future costs and revenues. How and to what extent 
consciousness of the uncertainties of the future is included in the profitability 
estimates must be a very subjective judgment. Investment decisions have in 
any case to be made on uncertain and insufficient premises. Whether a 
more exact profit estimate is formulated or not may depend on such circum- 
stances as the education and training of the entrepreneur and his men, the 
traditions in the firm, the effectiveness of an exactly formulated profitability 
calculation as an instrument of persuasion among the members of a board 
of directors and soon. The profitability estimate may in many cases have 
very little to do with the investment decision. Some kind of loose estimate 
and weighing up of possibilities is always done, although a quantification 
of the hunches may be regarded as unnecessary for decision making. In the 
interview studies I have tried to find out something about the frequency of 
profitability calculations with regard to various types of investment and 
branches of activity. An account of the results would, however, lead me 
too far from my main subject. 

My own bias in favour of the view that more exactly formulated profit- 
ability calculations can be useful in a study of this kind should not be forgotten. 
My doubts and reservations will soon come. Let me first present some 
results. As I have said, the most surprising discovery to me—at least in 
the first stages—was the great dispersion in the expected internal rate of 
return (before tax) of planned investment projects. During the period 
covered, the good years of 1956-57, investment decisions were made on the 
basis of internal yields as low as 4-5°% and as high as 70%. Yield expecta- 
tions around 20-30% were quite common in manufacturing industry; but 
much higher and much lower returns were expected quite frequently. In- 
vestments in electric-power plants were generally expected to yield between 
6 and 8%, while the figure for house-construction was around 6-7%. 

There is not only a wide dispersion between branches of activity and 
between firms but also within a firm. In a big pulp- and paper-producing 
corporation the internal yield expected on investments actually being carried 
out varied from 3-4% up to 30-40%. Investments in forest plantation were 
being made on a very low profitability basis, while machinery purchases for 
modernisation and automation purposes showed very high expected yields. 
This observation of great variability in returns on actual investments within 
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one and the same firm was quite general. 


machines to replace old ones, of methods of saving fuel, investments to expand 
bottlenecks and the like, promising very high and quick returns. The 


In a firm there always seem to exist | 
many “ golden ” investment opportunities in the form of new labour-saving | 








responsible engineers have to be restrained by rules preventing them | 
from buying machines that have a longer “‘ pay-back-period ” than one, two | 


or up to five years—depending upon the firm’s financial and administrative 
capacity. The yields will, of course, depend upon the expectations of the 
length of economic life of the machines in question, but mostly the returns 
will seem very high in comparison with the expected returns on investment 
in long-term expansion programmes. And these expansion programmes 
are given priority although they are only expected to yield a 10 or 20% rate 
of return, compared with a stock of “ golden” investment opportunities 
yielding perhaps 30-50% on a comparable basis of estimate. These highly 
remunerative investments are squeezed out in order to make room for the 


financing of the expansion programme. Over a ten-year period companies | 
have to make quite substantial investments in welfare or community projects of 


various kinds with no expected direct yield at all, but with opportunity costs 
corresponding to the postponed or neglected golden investment opportunities. 

On this level of direct observation we obviously get a very chaotic picture 
of economic reality. This is nothing new; economists working on invest- 
ment problems have always known that there were wide ranges of yield 
expectations. To present figures of doubtful significance may be considered 
irrelevant. But it is one thing that economists should know it. It is another 


oe 


that they should assume it away or forget it when they build their models. | 


We may admire the courage of the economist in making order out of chaos | 
by assuming a natural rate of interest or a schedule of marginal efficiency of 
investment, or a perfect capital market. I suggest that we should, toa 
greater degree than we usually do, accept this chaos on the capital market 
and, instead of abstracting from it, analyse the causes and effects of very high 
dispersion of expected investment returns. It is from this angle that we 
should try to understand the functioning of the capital market and the 
relatively low ex-post returns on capital. 


THE INTERDEPENDENCE PROBLEM 

There are many difficult problems connected with the interpretation of 
business-men’s expectations of net yields of investment. I leave aside the 
niceties of financial mathematics as secondary. I would only remind you | 
that to summarise the economic prospects of an investment by giving only | 
the internal rate of return neglects a number of considerations. I also leave | 
aside the question of the compatibility of subjective biases due to the tempera- 
ment of the estimators: some estimate hopefully, others conservatively; we | 
have here all the various methods of transforming doubt into certainty, 
subjective ways of including contingency allowances in price and cost fore- | 
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casts, in estimates of average degrees of utilisation of capital, in estimates of 
time-lags between investment costs paid out and the full operation of the plant 
and the length of its economic life. 

Allow me in spite of all this to assume the business-men, making profit- 
ability estimates, to be experts on the real rate of interest and the marginal 
efficiency of investment. Some correction for apparent differences in 
methods and assumptions can be made, but of course never on a perfectly 
objective basis. The results will, I am sure, still show a picture of very wide 
dispersion in expected net returns on investments. My intention when 
leaving out these, I admit, somewhat disturbing questions is to concentrate 
attention on three issues of great importance in the interpretation of profit- 
ability statistics: the interdependence of investments in various fields of 
activity and therefore of returns on investment, the dynamic effects of in- 
vestment on income distribution, and the influence of costs of capital looked 
upon from the point of view of the capital market. 

The question of interdependence explicity or implicitly enters into every 
investment problem. In the simplest form the bank meets it when, for 
instance, scrutinising the credit-worthiness of a firm’s machine-investment. 
It often happens that a very fine profitability estimate is presented, but that 
the bank manager has to point out that a considerable amount of supple- 
mentary investment is needed to finance increased circulating capital. It 
is not uncommon even in big corporations that the investment cost of an 
expansion programme is underestimated considerably because of an under- 
estimation of the needs of increased circulating capital as well as of more of 
additional credits to customers and greater needs of liquidity. In the case 
of an iron and steel plant, to mention only one example, an expansion pro- 
gramme extending production capacity by about 50% implied needs of in- 
creased circulating capital corresponding to about 60% of planned expendi- 
ture for fixed investments in factory buildings, plant and machinery. 

But the interdependence problem goes deeper than the mere accuracy 
of estimates. High profitability of particular machinery investments in a 
firm is often dependent on some surplus capacity of plant, buildings or trans- 
port equipment; this is, of course, most clearly the case when a bottleneck 
is eased. When ranking investment projects from a short-run point of view 
this is right. But from the point of view of the balanced growth of the firm 
in the longer-run this kind of direct profitability estimate is less valid. The 
golden opportunities of bottleneck investments are dependent on the general 
development of the firm and the profitability prospects of the firm’s total 
capital. It may, therefore, be more profitable for the firm in a given situa- 
tion to postpone investments which seem much more profitable than the 
long-term investment programme. In this case it can be said that the 
profitability estimates are not accurate guides, either for the investment 
policy of the firm or for the economist trying to understand something about 


the marginal efficiency of investment. The very low return on investment 
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in forest-growing in the pulp and paper companies mentioned cannot be 
analysed as an isolated factor. Current high expected returns on machinery 
investments are to a larger extent determined by long-term investments in 
the forests made thirty years ago. 

The nexus of difficulties in estimating net returns that I am here ap- 
proaching is evidently closely related to the classical problems of internal 
and external economies. When a big aluminium company was interviewed 
about expected returns on a planned expansion programme they appeared 
promising, giving something like 20% net internal yield. But this profit- 
ability estimate was based on unchanged costs of electric power. After revision 
of the estimate to take account of investment costs for the additional require- 
ment of power, profitability turned out so much lower that, according to 
the manager of the company, the expansion programme would not have 
been considered on the basis of this latter estimate. 

We meet here the strategic interdependence of public and private 
investments, which is especially important in Swedish economic policy dis- 
cussions. ‘There are many complaints from private business about the rapidly 
rising trend of public investment—including government-regulated house con- 
struction. The public sector, in a wide sense and including house building, 
now takes about 60% of total gross investment of the Swedish economy, 
squeezing private investment in industry, agriculture and trade to about 40% 
of the total. It is pointed out that, according to the national accounts, the 
private sector—taking 40% of total gross investment—makes a contribution 
in the form of value added corresponding to 80% of national income. 

I need not point out the sources of errors and dangers in such a com- 
parison. What I would like to stress in this connection is the dependence of 
the relatively high net returns (before tax) of private investment on the large 
public investment expenditures that generally yield low or no returns. I 
find it a little difficult sometimes, however, to persuade members of Chambers 
of Commerce and Bankers’ Associations that they should be grateful to the 
Government and the municipalities for their generosity in taking over so 
much of the economy’s fixed capital investments, having very high capital 
coefficients and low or no returns—thereby making private investments more 
profitable than they otherwise would be. 

An interesting feature of this problem of interdependence of public and 
private investments is that this interdependence operates differently in vari- 
ous sectors of the economy. Quite a large part of Swedish industry is 
located in the country-side, in small towns, where often one or two industrial 
companies (iron and steel works, wood industries or engineering companies) 
completely dominate the community. The investment costs in an expansion 
programme of such a company must often include quite a considerable amount 
of community and social costs, which in a large city would form part of public 
investment. Our taxation system does nothing to correct any bias in profit- 
ability estimates as between companies situated in small towns and big cities: 
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The main point, however, is the varying difference between the estimated 
profitability of private investments taken as an average for branches of 
activity and the calculated social marginal return on the corresponding 
investments when account is taken of the need for complementary public 
investments. And exactly the same consideration comes in when studying 
the interdependence of investments within a firm and between branches of 
activity. One way out of these complications, which is really a retreat from 
the difficulties raised, is to aggregate investment and returns for the whole 
economy and look at the results ex-post. We are then back at the aggregate 
capital theories that I discussed earlier. 


DisEQUILIBRIUM PosITIONS AND PROFITABILITY 

My theme is, in fact, that if we wish to understand the dynamic pro- 
cesses resulting in the aggregates we have to pay attention to the wide dis- 
persion in the expected profitability of investments at the various points and 
sectors of the economy. From this point of view, investment in capital 
goods normally occurs in partial disequilibrium situations, characterised as 
promising investment opportunities. The essential characteristics of these 
positions are determined by the possibilities of introducing new methods of 
production, new types of goods, the creation of new markets, replacing 
obsolescent machines by new and more efficient ones and so on. The- 
relatively high profitability is to be explained as a result of partial dis- 
equilibrium. It may be assumed that equilibrium positions are in some way 
approached at the various points in the economy as a consequence of the 
increased production and productivity following the investments, but new 
disequilibrium positions are continually created, partly as a consequence of 
this very flow of investments. New demands arise in lagging private and 
public sectors of the economy as well as within the individual firms, and 
obsolescence of old capital is created. The flow of new technical knowledge 
being made applicable for use in production is more or less continually 
creating new disequilibrium positions and investment opportunities. This 
Schumpeterian way of looking at the process of economic development gives, 
of course, only a limited aspect of the conditions of capital formation— 
certainly very far from a complete model. There are a number of other 
conditions, relating, for example, to total demand and employment that 
have to be considered in a complete system of explanation. But for the 
moment I am concerned only with one element in the model. 

I come now to the income-redistribution complication of capital forma- 
tion that is in fact related to the interdependence problem. I have con- 
stantly met this problem in interviews on the micro level. The question 
arises about the price and cost estimates and the assumptions about future 
development that are built into or implied in the profitability estimates. 
Should the estimate be based on the price and wage cost relations ruling at 
the time of the investment decision, or should the estimated return include a 
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forecast of the probable changes during the economic life of the investment 
in question? I have come across very different attitudes to this question, 
partly depending on the purpose of the profitability estimate. Ifthe purpose 
is one of ranking potential investment projects of similar type as to profit- 
ability at a given time, then it does not matter so much if to-day’s or some 
future price—and wage—relations are used. The relative positions of the 
projects will usually not be much affected. When, however, the purpose 
is also to use the estimate of the returns on investment for forecasting the 
future financial positions of the firm, attention has, of course, to be paid to 
the probable trends of wages and prices. 

I can again take as an illustration the profitability estimates of the in- 
vestment programme of the iron and steel plants mentioned earlier. On 
the basis of wage costs and prices ruling in 1955, the gross profits before tax 
would in 1963, when the new capacity is expected to be in full production, 
have increased by about 40 million Swedish crowns. When, however, 
account had been taken of an expected rise in wages per hour, in relation to 
steel prices, of, on the average, 3% per year—this being the trend observed 
for the past years—the increase in gross profits would be reduced to 15 million 
crowns. ‘This is 60% less than the hypothetical amount at given price and 
cost relations. Under reasonable assumptions as to the length of the in- 
vestment period and the economic life of the new plant the internal rate of 
net return would be nearly 30% in the first case and only about 10% in the 
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second case, when account is taken of the changed wage-—price relation. If | 


wages continue to rise in the same way during the whole: expected lifetime of 
the investments the internal yield will ultimately be reduced to 1-2%. This 
is, of course, a very unrealistic example, being an ex-ante calculation of the ex- 
post profitability results under given productivity development. Unex- 
pected golden investment opportunities may improve the profitability results 


and make the second alternative the more realistic. But you will notice the | 
unavoidable arbitrariness in the methods of forecasting total results, when | 


account has to be taken of the interdependence of yields of the firm’s invest- 
ments over time as well as of the impact on costs and revenues of general 
economic development. 

These are problems which are discussed on a very high level of ab- 
straction in Mrs. Robinson’s and Mr. Champernowne’s theories. The rise of 
wage costs in relation to capital costs during the course of development and 
the corresponding redistribution of incomes and the process of revaluation 
of capital give rise to serious and difficult problems in capital theory, especially 
when they are handled with the old tools of analysis. In terms of the division 
of labour that I have suggested, my limited task is to enlarge the inventory 
of different aspects of profitability in the light of my contacts with reality. 

There are clearly other types of changes of income distribution than 
those that I have just mentioned which can be foreseen and built into a 
profitability estimate. Instead of wage earners directly absorbing the 
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benefits of the productivity increases consequent on investment, consumers 
in general may receive the benefits by way of price competition. Invest- 
ments in new technical processes or in the production of new commodities 
create quasi-monopoly positions, promising high returns in the short-run 
before other producers enter the field. I only need to remind you here of 
how intimately profitability estimates of investment, both ex-ante and ex-post, 
are related to market structure, price policy and wage formation. In this 
connection, I have to ask how anticipations of market reactions enter into 
profitability estimates and how they should enter if they are to throw light 
on the marginal efficiency of investment. 

I quite often find that these problems are in some degree taken into 
account in the sense that firms anticipate about the same gross profit margins 
on sales as the average that has been ruling during past years. This implies 
that enterpreneurs expect that exceptional investment opportunities, promis- 
ing high profitability, will not usually last very long. Increased wages, 
lower prices and other forms of competition will sooner or later eliminate 
exceptional gains. And for the longer run there are also expectations that, 
with costs of capital and labour about the same for their competitors, lasting 
deviations from the anticipated relations will be impossible. From another 
point of view, this prospect of future changes in price—wage relations will be 
interpreted to imply bankruptcy in the longer run for a firm that fails to 
make investments to secure higher productivity. Some kind of alternative 
calculation showing the difference in net returns between making invest- 
ments to secure higher productivity and failing to make such investments 
will again result in the same kind of high profitability that emerged under 
the assumption of given price—wage relations. 

What I am trying to say here is closely related to the problem of ex-post 
profitability that I discussed earlier from an aggregate point of view. The 
iron and steel plant to which I have been referring as a micro model made a 
calculation of the costs or reproducing the whole plant at the 1957 price 
and cost level. The result was a capital coefficient of 5-5, in fact very 
close to ex-post estimates for the iron and steel industry as a whole, built on 
fire-insurance values. In the calculation the higher efficiency of a newly 
built capital structure was eliminated by assuming such a rise in wage costs 
that gross profits remained at a conservative level of 15% of the value of 
production (it is only a little more than 10% to-day). The result was a 
rate of yield on capital of only 3%. With a reasonable capital structure, a 
long-term interest rate of 5% and some normal consolidation after taxes at 
57% on net profits, the corporation would be able to pay 1-3% yield on its 
share capital. I have examples of similar tendencies for other corporations 
interviewed. 

SUMMARY 

Let me now summarise the lines of thought that I have been illustrating. 

There is a series of alternate investment profitability concepts of varying 
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significance: first, profitability estimates of an investment in an expansion 
programme at given prices and wages; secondly, the same after correction for 
an autonomous rise in productivity, supposed to be possible without invest- 
ment; thirdly, profitability of an investment with due regard paid to an ex- 
pected rise in wages in relation to prices; fourthly, some kind of measure of ex- 
post profitability of the total reproduction cost of capital that is invested in a firm, 

The fourth definition, usually giving a very low yield, is sometimes used 
in economic policy discussions to show that Swedish industry, at prevailing 
tax rates, labour costs and the rest, is doomed to ruin. After paying taxes 
and dividends, industry cannot afford even to replace worn-out capital; 
this is the tragic conclusion of this type of argument. And yet these entre- 
preneurs sitting at their desks are quite different people from what they are 
when they are putting their case in the political debate. And quite rightly 
so. The ex-ante expectations of profitability are often very high, as shown in 
the interviews. This is so partly because the investments are marginal in 
various ways and degrees. There is always some old capital waiting to be 
put to better use inside the firm, and this is also the case in relation to the 
public sector. This is the interdependence factor. Moreover, the income 
redistribution effect often seems to be excluded or to be underestimated. Is 
it not an essential part of the vitality and attractiveness of the capitalistic 
system that ex-ante profitability of investments is expected to be high and 
promising, while ex-post returns, when looking back at past capital costs, 
seem to be sadly low? 

My conclusion from these scattered observations is that interview studies 
of the type on which I am engaged certainly do not bring much order into 


the chaos of direct observation. The one good thing about this kind of 


survey is that it may upset some of the over-simplified assumptions underlying 
our usual models of growth. In my view, marginal efficiency of investment 
should be closely related to the ex-ante profitability of investment at the vari- 
ous points in the economy and should be determined at given prices and 
costs. At these points, you may argue, there are micro-elements of Mr. 
Kaldor’s technical progress function. The ex-post returns on reproduction 
costs of capital should not be taken as given parameters in the system of 
explanation as in the Douglas approach. But obviously the level and 
changes of ex-post profitability of capital, however defined, has to be explained. 
And one of the factors of explanation should be the flow of investment oppor- 
tunities with expected high returns in private industry, with a given rate of 
expansion of the public sector. It may be, as the survey results suggest, 
that the first measure, that of ex-ante profitability in private industry, is often 
several times higher than the second, the ex-post results on an average at 
the micro points in private industry. But we also have a picture of great 
dispersion, and when analysing this, account must be taken of the inter- 
dependence complications, especially with regard to investment in the public 
sector. The need for disaggregation follows as a consequence, first and 
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foremost as between private and public sectors. Within the private sector 
there should not be complete chaos as to the level and dispersion of profit- 
ability expectations. 

The third issue I have raised refers to costs of capital. There are 
capital and credit markets functioning and bringing about some kind of 
order which have to be studied. The rules of thumb, the rejection rates set 
up when scrutinising investment projects, the standards of profitability re- 
garded as reasonable in the various firms and branches of activity are not 
arbitrary and independent of market conditions. The rates of interest on 
the credit and capital markets, the yields on stocks and the tax rates on net 
profits have an influence on the rates of net return demanded. In inter- 
views, managers often refer to the costs of new capital as lying between 15 
and 20%, and this view apparently determined directly or indirectly the 
responses to our question of expected returns. 

But surely there is hardly a more imperfect market than the capital 
market. There was a particularly tight rationing of bank credit during the 
years in question. ‘There are always many more or less water-tight compart- 
ments, not least because corporations refuse the market test by retaining 
their savings. Allocations of savings are distorted in a number of ways, 
including taxation, weakening any equilibrating mechanism that may exist. 

From this point of view, and in the light of the wide dispersion of profit- 
ability rates expected from investments being currently made, one conclusion 
must be this: that more effectively functioning credit and capital markets, 
with less rationing, more mobility and higher flexibility of capital costs, should 
make possible a higher rate of increase in productivity. 

I am back in the old Swedish habit of facile generalisation and policy 
recommendation based on very insufficient analysis and factual research. 
But what can an impatient economist do? I have, on the one hand, been 
critical of existing models of growth, because of the methods used in treating 
the essential problems of investment profitability. These methods largely 
consist in assuming away just those problems that I consider most important 
if answers are to be given to my economic-policy questions. On the other 
hand, I have not produced a clear alternative line of approach as a result of 
my examination of the problems of investment profitability. 

I have not succeeded in synthesising all the various aspects of profitability 
problems that I have identified, but perhaps I have succeeded in giving some 
reasons why profitability estimates made by experts are interesting as 
indicators of the level of marginal efficiency of investments, and why return 
estimates are and must be so difficult to compare. I hope that I have also 
led you to the conclusion that there is much field work still to be done. IfI 
have at the same time succeeded in disturbing and at best in provoking to 
new activities some of the skilful model builders among you, some good 
results may emerge in the longer run. Erik LUNDBERG 
Stockholm. 











THE NEW THEORIES OF THE CONSUMPTION 
FUNCTION 


I. INTRODUCTION 


THERE have recently been put forward—notably by Friedman (1957a) 
and Modigliani and Brumberg (1953 and 1954) 1—new theories of the con- 
sumption function which have startling implications for a wide range of 
economic problems. It is my belief that the acceptance of these theories has 
been prejudiced, primarily by the conjunction of valuable and highly con- 
troversial hypotheses, and secondarily by certain flaws in exposition. I have, 
therefore, attempted an exposition of the essentials of these theories which, 
I hope, avoids these disadvantages. 

I distinguish sharply the different hypotheses involved, and consider 
separately the evidence for, and implications of, each of them. I must 
apologise to the reader for introducing a new terminology into a subject 
already overburdened with jargon. My excuse is that I felt it was essential. 


II. Nores on DEFINITIONS 


Initial assets are the individual’s net worth at the beginning of the year. 
A point of minor interest is that, since this includes his holdings of consumer’s 
durables, we are imputing to the individual as income the interest cost of 
these holdings (except during the current year). 

Current income is the total of the individual’s receipts (net of tax) during 
the year—including “ earnings ” in our sense and the interest yield of assets. 
The important point here is that contributions by employer or state to 
schemes for superannuation, health or unemployment insurance are clearly 
a part of the individual’s income and must be included in computations of it. 

Earnings differ from income in that (to avoid double-counting) they 
exclude the interest yield of assets. 

Consumption would be perfectly straightforward were it not for the existence 
of consumers’ durables. It has long been recognised (Hicks (1938), p. 176) 
in economic theory that purchases of consumers’ durables are of the nature 


1 The dates are misleading, as the theories were circulated in mimeograph and widely discussed 
as early as 1953. They had been partly anticipated by Harrod (1948) and Vickrey (1947), but 
these writers were interested primarily in other problems. The present paper owes a great deal 
to all three writers, and particularly to personal discussions with them during 1953-54. It has also 
benefited from the criticisms of Mr. J. S. Cramer and Dr. M. R. Fisher. 

2 The main ways in which my exposition differs from the original theories are as follows. First, 
I omit the utility theory, which is straightforward mathematics, and not really very illuminating, 
since uncertainty has to be introduced after the results have been derived. Secondly, I avoid 
Friedman’s concept of “‘ permanent income,” which, although in some ways very attractive, 
involves considerable and unnecessary difficulties. In their treatment of the aggregate consumption 
function the New Theorists diverge sharply, and here I follow Modigliani and Brumberg. 
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of capital expenditure, whereas the consumption of durables is the appro- 
priate current cost—that is, depreciation plus interest costs. In the early 
work on the cohsumption function this was regarded (if at all) as a theoretical 
nicety, inappropriate to empirical work, and a great deal of the available 
empirical evidence is based on the assumption that purchases and consump- 
tion are equivalent, but in recent years the importance of the distinction has 
become quite widely appreciated, and not merely among the New Theorists.? 

Savings are simply the accounting difference between current income and 
consumption. It should be noted that, as a result of their status as a residual, 
savings are particularly sensitive to any inaccuracies in the measurement of 
either income or consumption. In particular, any failure to impute em- 
ployers’ and state contributions to the individual’s income is likely to produce 
a spectacular underestimate of his saving. 

We may perhaps add that in defining savings as a residual we are not 
implying anything at all about the motives which lead a consumer to save. 


III. Toe Normat Income Hyporuesis 


The basis of the new theories is the recognition that, if an individual plans 
rationally to maximise his utility over his lifetime, his consumption in any 
given year will depend, not on his income in that year, but on the resources 
of which he disposes during his lifetime. This is plausible but vague; we 
must first dispel the vagueness. 

If an individual knows with certainty his future stream of earnings,” and 
faces a perfect capital market with a given rate of interest, it is possible to 
represent ‘‘ the resources of which he disposes . . .” by the current value 7 
of his current assets plus his expected future earnings, discounted at the rate 
of interest. The theory could be fully developed in terms of z, but it will 
assist the exposition if we convert v into an equivalent income stream. 
Consider a constant annual Y for the remainder of the individual’s life-span; 
if Y is such that the current value of this income-stream is just equal to v, we 
shall call Y the individual’s normal income.* 

It is easy to show that if such an individual also knows his future tastes 
and the future course of prices, and plans his consumption so as to maximise 


1 For example, Morgan (1951), Goldsmith (1951), Boulding (1950). 

* “ Earnings ” is slightly misleading, as we define it to include all receipts except the interest 
yield of assets. But the obvious alternatives—‘ income ”’ or “ receipts ”—would be at least equally 
misleading. 

We must also note that in point of pure theory, earnings are determined by the individual in his 
maximising calculations, and what is known is the function a earnings to work done. But 
this point is not important in the present context. 

’ It should be noted that, given the rate of interest and the life-span, normal income is uniquely 
determined by v. In this (as well as other ways) it differs from Friedman’s “‘ permanent income,” 
which seems a rather flexible concept. We shall argue later that the relevant life-span is not the 
actuarial expectation of life, but a slightly longer period, not directly measurable. This introduces 
a (relatively very small) element of flexibility into our concept. 
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his satisfaction over his lifetime, his planned consumption in each year will 
be uniquely determined by his normal income 7. 

There is not, in practice, a perfect capital market, and this raises a num- 
ber of theoretical difficulties—notably that it is not clear at what rate to 
discount future earnings. But these are complications that can easily be 
dealt with—the main practical difficulty lies in the penal interest rates 
attached to borrowing that reduces the individual’s net worth below a 
certain level. This means that the above conclusion could not be expected 
to hold for income-and-consumption patterns that lead temporarily to 
excessive indebtedness: that is, for income streams that are, in relation to the 
optimal consumption pattern, unduly deferred. This qualification would 
probably not be very important, were it not for the problem of durable con- 
sumption goods, to which we shall return later. 

The fact that we live in an uncertain world is a source of much greater 
difficulties. Rational behaviour in the face of uncertainty is a problem that 
has not yet been solved even in simple cases—it would be foolish to suppose 
that our simple theorem held precisely for so vast a problem as the individual’s 
lifetime consumption plan. But in fact we need only a much more limited 
result, and one which is quite defensible. Let us now state 


The Normal Income Hypothesis: in any given period, an individual’s 
current income y affects his consumption ¢ only through its effect on 
his normal income Y. We may write c = 8(Y), where £ is indepen- 
dent of current income and assets. 


We are only concerned with consumption in the initial period (say, one 
year) of the plan, and it is reasonable to suppose that the individual’s 
expectations remain stable long enough for him to carry out that part of the 
plan. Uncertainty about the future will undoubtedly affect his planned 
consumption in many and complex ways, but we must now consider whether 
it is likely to give current income any direct influence on current consump- 
tion. 

One way in which this might happen is that uncertainty about the 
future might lead people to spend every penny they could lay hands on. 
Some people-probably do this, but not those who have positive savings or 
assets. This effect seems to be confined to a small minority, and to be 
unimportant in the community as a whole. 

A second possibility is that people’s expectations of future earnings should 
be directly and stably related to their current earnings. This again may 
be true for a minority, but seems unlikely to be important in the aggregate. 
More likely is it that, although such a relationship does not hold for indivi- 
duals, it does hold in the aggregate as a result of averaging out of deviations. 
This seems quite possible in any particular case, but one would doubt very 
much the stability of such a relationship. 

The most important possibility is that uncertainty may lead people to 
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abandon maximising calculations in favour of conventional rules of the Mrs. 
Beeton type. This is not unlikely—such rules are important in business 
behaviour and might be expected to be at least as popular with private 
individuals. Moreover, they are not necessarily inconsistent with rational 
behaviour; detailed planning may itself have a disutility, and a conventional 
rule that approximated the optimal spending pattern might well be most 
satisfactory to the individual. But just as the business-man adheres to his 
conventional prices only so long as they are roughly optimal, so we might 
expect consumers to stick to their conventional saving rule only so long as 
it gave roughly the right answer. For example, we might expect to find 
many of those with stable incomes following conventional rules, but we would 
be surprised if people with very variable incomes did so. 

To sum up, for people with variable incomes, the Normal Income Hypo- 


- thesis is roughly equivalent to postulating rational behaviour; but people 


habituated to stable incomes could quite rationally follow some such rule as 
“always save th of your income ’—which would quite invalidate the 
hypothesis. 

IV. THe ProporTionALiry Hyporuesis 


The second hypothesis of the new theories concerns the shape of the 
function 8B. They postulate that it shall be a straight line passing through 
the origin. Formally, this is 


The Proportionality Hypothesis: for any individual, the relationship 
between his consumption and his normal income is one of propor- 
tionality. 


This was, I think, originally regarded by the New Theorists as purely a 
working hypothesis, but they may have given the impression that it is an 
integral part of their theories. At any rate, the attacks on the new theories 
have centred on this hypothesis.!_ I shall argue, first, that it is unnecessary, 
and secondly, that it is of doubtful validity. 

It is unnecessary because, first and patently, the ormal Income Hypothesis 
is independent of it. More important, we shall see later that the evidence for 
the Normal Income Hypothesis is independent of the validity of the Propor- 
tionality Hypothesis. 

I think it is a fair comment on the a priori arguments put forward by the 
New Theorists ? for the Proportionality Hypothesis that they were never de- 
signed to do more than establish its plausibility as a working hypothesis; and 
certainly that they do no more than this. It is also, I think, fair to say (and 
I shall in part substantiate this comment in a later section) that neither 
Friedman (1957a) nor Fisher (1956) found any good evidence for the 


? For example, Friend and Kravis (1957a), Klein and Leviatan (1957). 
* Modigliani and Brumberg (1954), Part I, Friedman (1957a), Chapter IT. 
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hypothesis. In contrast, Friend and Kravis (1957a) produce a cogent a 
priori argument as to why the proportional relationship should not hold 
exactly, although it might be argued that the deviations in question affect 
only the very rich, and are therefore negligible in the aggregate. They also 
produce (in Table I) the only piece of (more or less) direct evidence that I 
have yet found. It concerns a sample of families who had had approximately 
the same income in the previous year and expected much the same income in 
the subsequent year. The regression of consumption on current income 
appears to be roughly 
c = 900 + 0-68, 


There are four qualifications to be made. First, consumption is defined 
to include purchases of durables; but a similar relation holds for non- 
durable consumption, and there seems no reason why the case should be 
different for consumption correctly defined. Secondly, income is defined 
to exclude the value of employers’ and state contributions to schemes for 
superannuation, health and unemployment insurance. The inclusion of 
these items would undoubtedly make the results more favourable to the 
Proportionality Hypothesis; but they would have to amount to over $1,300 per 
family to remove the whole discrepancy. Thirdly, the constancy of current 
income over three years does not imply logically that normal income must, 
in the sample, vary proportionately with current income; but I can think of 
no convincing reason why there should be a substantial and systematic . 
deviation in the requisite direction, except for the possibility that the lower- 
income groups contain a higher proportion of retired people. Here we 
must rely on a remark by Friend and Kravis (p. 544) that “ when the self- 
employed and not gainfully employed are eliminated . . . the results are 
only moderately improved from the viewpoint of the permanent income 
theories.” Fourthly, it is possible that each individual’s consumption varies 
proportionately with his income, but that the factor of proportionality is 
correlated, within the sample, with income. For instance, intelligent and 
responsible people might tend to have both higher propensities to save and 
higher incomes than the rest of the population. Such a correlation would, 
however, make the Proportionality Hypothesis useless for analysing cross- 
section data. 

In the circumstances, and particularly in view of the hostility provoked 
by the Proportionality Hypothesis, it seems wise to keep an open mind about the 
shape of the function f. 


V. Tue SHORT-PERIOD MARGINAL PROPENSITY TO CONSUME 


On the Normal Income Hypothesis the individual’s consumption function 
is B (Y) and his marginal propensity to consume out of normal income simply 
the slope f’ at the appropriate point. We cannot, of course, say anything 4 
priori about the magnitude of any individual f’, but on the average we would 
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expect f’ to be equal to, or a little less than, unity.1_ But if we wish to cal- 
culate the marginal propensity to consume out of current income, we have 
also to analyse the response of normal income to a change in current income. 
Formally, 
dc git 
yi’ 
We must now separate the direct and indirect effects on Y of a change in 
y. The direct effect of an increment Ay in y can be shown to be an increment 
a 2 
in Y of the order of W 
The indirect effect depends on his expectations. Suppose an increase Ay 
in current income leads him to expect an increase Ay in his earnings for n 
years; then it will produce an increase in normal income of approximately 


Ay, where NV is the life-span used in the individual’s plan.? 


n 
yt: 
Thus, adding the two effects, 
dc TD n 
Bo (+ HH) 
2 n 
=r x 


Except for those nearing the retiring age, the first term will be small 
compared with the second, and the individual’s marginal propensity to con- 
sume out of current income will be dominated by his elasticity of expectations. 
Table I gives a few illustrative examples, assuming that the individual bases 
his plans on retiring at 65. and living to 85. 

The short-period aggregate marginal propensity to consume is simply a 
weighted average of all the individual marginal propensities in the com- 
munity—weighted, of course, by the increments of income received. The 
individual marginal propensities will vary not only with age, as shown in the 
table, but also with family responsibilities, social class, and so on. But 
speaking very roughly, and ignoring possible correlations between these 
factors and the elasticity of expectations, we may regard the aggregate 


1 Tf all saving is consumption-spreading and the rate of interest is zero, the individual will plan 
to spend at some time or other any increment in his normal income. Hence the f’’s will average to 
unity over his life-plan, and thus, too, they will average to unity if the averaging is performed over a 
“ representative ’’ group of individuals. The fact that individuals usually die before the completion 
of their life-plan (see footnote * below) will tend to lower f’. 

Saving-for-its-own-sake would tend to lower f’, but probably not very much in the aggregate; 
the effects of a positive rate of interest are difficult to determine (see Graaff (1951)), but are likely to 
be relatively small. 

* Consider an income stream AY for N years. Its present value, discounted at 5% per annum, 
fails from 6AY at VN = 10 to 10AY at V = 40, so that Ay = 4NAY. 

Since he is uncertain about how long he will live, and since great disutility attaches to exhausting 
one’s assets before one’s death, the individual will probably ‘‘ play safe’ by basing his plans on a 
life-span NV considerably greater than his actual expectation of life. 
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marginal propensity as proportional to the weighted average of individual 
elasticities of expectations, the factor of proportionality being of the order of 
0-5 or 0-6. 

This short-period aggregate marginal propensity to consume is, of course, 
a relationship between hypothetical variations in income and the consequent 
changes in consumption, for a given group of people in a given year. It is 








TABLE I 
st a 
25 0-03 0-70 1-37 
35 0-04 0-64 1-24 
45 0-05 0-55 1-05 
55 0:07 0-40 0-73 





not strictly applicable to year-to-year changes in income and consumption, 
as both the composition of the community arid the individual f’s will, in 
general, change from year to year. However, in the relatively short period 
the composition of the community will remain fairly constant and the 
changes in the f’s may be assumed roughly to average out. Another com- 
plication is that the level of assets varies in time-series observations, but this 


can be neglected in the present rough calculations. (The marginal propen- 
sity to consume out of assets is of the order of {roughly 0-1, allowing for 


weighting the individual marginal propensities by asset ownership, which is 
positively correlated with age.) 

As the elasticity of expectations is not directly measurable, observations 
of the cyclical marginal propensity cannot be expected to provide any very 
satisfactory evidence for or against the hypothesis. However, the readily 
available data seem to imply an average (over time and the community) 
elasticity of about unity.1 This cuts both ways. In so far as unity is a 
plausible value, the data are consistent with the Normal Income Hypothesis; 
but unit elasticity of expectations also suggests the possibility of a simple 
relationship between y and c, which would make the hypothesis redundant. 

It should be emphasised that this section relates only to the marginal pro- 
pensity to consume. The average propensity involves the complicating 
factors discussed in the next section. 


VI. Tue Lonc-PERIOD ConsuMPTION FUNCTION 
It is very tempting to argue that the long-period aggregate marginal 
propensity to consume is derived from the individual marginal propensities 


1 Friedman (1957a), Table 12. Only lines 6-14 are based on a correct treatment of consumers’ 
durables, and of these only lines 6-9 are for reasonably short periods. These give marginal propen- 
sities of 0-72, 0-65, 0-60 and 0-45. 
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in the same way as the short-period one, save that in the long-period the 
elasticity of expectations will be greater, thus giving a greater marginal 
propensity. This is indeed the essence of much of Friedman’s treatment of 
the time-series evidence (Friedman (1957a), Chapter V), but it is, unfor- 
tunately, illegitimate. The difficulty is that the composition of the com- 
munity cannot be assumed constant in the long period; and further, that the 
changes in composition found in real life have a considerable effect on the 
consumption function. 

If all saving is for the purpose of consumption-spreading, and if there is 
no certainty, each individual will, over his lifetime, exactly consume his 
total income—that is, his savings would sum to zero over his lifetime. Ina 
community which was in all relevant respects stationary, this would imply 
that individual savings summed over the community would be zero in any 
year. On these assumptions, positive savings in an economy would be 
evidence that it was not stationary. If dis-saving is principally done after 
retirement, there are two obvious forms of change that can lead to positive 
aggregate savings. 

First, a growing population will, in general, mean a disproportionately 
small number of retired people, and hence of dis-savers. Secondly, a rising 
level of real income per head will mean that the savers will, on the average, 
have larger lifetime incomes than the dis-savers. Modigliani and Brumberg 
(1953), in a most striking piece of research, investigated these effects in detail. 
They found that, on a number of simplifying assumptions, for rates of growth 
up to 5% per annum, each 1% per annum of growth in either real income 
per head or population would lead to 3-4 % of aggregate income being saved. 
Thus the saving-ratio is proportional to the rate-of-growth of aggregate real 
income, and is independent of how this growth is compounded of changes in 
population and in real income per head (so long as both change steadily). 
This suggests 


The Rate-of-growth Hypothesis: In long-run equilibrium, aggregate saving 
is determined by changes in population structure and in real income 
per head. If these factors change steadily, the fraction of aggregate 
income saved is proportional to the rate of growth of aggregate real 
income. 


The simplifying assumptions include a zero rate of interest, consumption 
spread evenly over the life-span and no bequests. There seems to be no 
reason why the calculations should be very sensitive to a positive rate of 
interest, or to plausible variations in the consumption pattern—so long as 
lifetime consumption equals lifetime income. But the assumption of no 
bequests seems crucial—and palpably false. 

However, the hypothesis would still be valid if heirs planned to dis-save 
(the bulk of) their inheritances over their lifetime. They would do this on 
the Normal Income Hypothesis provided that saving-for-its-own-sake or for 
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posterity was small; but they would also do so if they were “ improvident,” 
i.e., deviated from the life-plan in the direction of shorter-run maximisation 
of utility. They would fail to dis-save adequately if for some reason they 
wished to maintain or increase their assets, or if they adopted some con- 
ventional rule (such as “ never spend out of capital ’’) which led them to do 
so. Such behaviour we may call “ thrifty.’ The building-up of family 
fortunes over several generations is evidence of thrift, but the nineteenth- 
century saying, “‘ From clogs to clogs in three generations,’ shows that even 
in the golden age of thrift, dis-saving by heirs was not uncommon. 

It is obviously important to find out whether thrift generates a significant 
volume of saving, and Goldsmith (1955) gives estimates! of asset holdings 
by different age-groups which permit us to make a rough test. If the popu- 
lation is assumed to decline linearly after the age of 65 and if individuals are 
supposed to plan a linear running down of their assets over the same number 
of years, it is easy to show that average assets in the over-65 age-group will 
- be % of those at 65, assuming a history of stationary prices and incomes. 

Goldsmith’s Table XLII, Col. 1, shows observed net worth by age-groups, 
and estimating the 65 value by extrapolation, we get a ratio of 0-73. Gold- 
smith suggests (Vol. I, p. 217 n.) that this figure is too high, owing to the 
oldest age-group’s having had a particularly favourable history of capital 
gains. In Col. 3 of the same table, Goldsmith gives estimates of accumulated 
life saving which yield a ratio of 0-52. (He regards these estimates as giving 





** the least distorted picture of life saving curves that can be fashioned out of | 


the rough over-all data now available.”) Unfortunately, the asset figures 
underlying both estimates exclude consumers’ durables other than motor 
cars, and so probably give a downward bias; but this should not be large. 

These calculations suggest that the population as a whole is not thrifty.’ 
However, figures based on estate-tax data (Vol. III, Table E-29) give ratios 
of approximately unity, which are presumably underestimates, as no allow- 


ance is made for gifts inter vivos. Thus, thrift is important among those sub- | 
ject to estate tax, and its absence from the aggregate results is due to the | 


cancelling out of thrift among the wealthy and improvidence among the 
poor. 

The direct evidence of Modigliani and Brumberg’s calculations leads to 
much the same conclusion. Saving 12% of aggregate income would, on the 
Rate-of-growth Hypothesis, correspond to aggregate real income growing at 
3-4% per annum. Thus the saving that would be generated by growth on 
the hypothesis is of approximately the same amount as that observed; but 
this could easily conceal substantial cancelling of errors, and in particular 

1 Vol. I, pp. 214-25; Vol. III, pp. 102-35 and 284-381. 

2 The data are approximate, and the theoretical figure of $ depends on linearity assumptions 
that may well not hold exactly. We must therefore allow for sizeable possible errors. Comparing 
an observed 0-52 with a theoretical 0-67, it seems reasonable to rule out the possibility that the 


observed value is really greater than the theoretical, but it would be risky to make any more precise 
inference. 
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the balancing of thrift among the wealthy against improvidence among the 
oor. 

' We may conclude that the Rate-of-growth Hypothesis gives a good explana- 
tion of the long-period consumption function of the United States, but that 
this success depends partly on a balance of thrift and improvidence in 
different normal income groups. In applying the hypothesis to other 
economies, we must be prepared for the possibility that the balance will not 
hold there so that actual saving will differ from that predicted by the 
hypothesis. But however much thrift or improvidence may distort the 
picture, the rate of growth will remain the basic determinant of the aggregate 
savings/income ratio in the long run. 

It is perhaps worth noting that the evidence considered in this section is 
quite unrelated to the Normal Income Hypothesis. Nor do Modigliani and 
Brumberg’s calculations throw any light on the Proportionality Hypothesis—it 
is virtually impossible to make inferences from the observed long-run aggre- 
gate consumption function about the shape of the individual consumption 
functions. On the other hand, Goldsmith’s data constitute some evidence 
against the Proportionality Hypothesis. 


VII. THe FrimepMAN EFFECT 

If consumption depends on normal income, the interpretation of a sample 
survey which gives observations of consumption and current income must 
depend on the relationship in that sample between current and normal 
income. Friedman (1957a, Chapter III) and Modigliani and Brumberg 
(1954, Part II) give a priort arguments that there will usually be a particular 
relationship between these quantities. We shall now attempt a brief sum- 
mary of this argument. The brevity is achieved by sacrificing some detail 
and rigour, and also (I regret to say) by introducing a new notation. 

Suppose that for a sample of families the elasticity of consumption with 
respect to normal income is E, and that the apparent elasticity with respect 
to current income, computed from survey data, is G. Suppose, too, that we 
can measure the relationship between normal income Y and current income 
y by the elasticity F of Y with respect toy. Then we can see at the intuitive 
level that G = EF, so that, for instance, if Y increases proportionately with 
y (that is, if F = 1) G is an estimate of E. 

It is argued by the New Theorists that F is usually less than unity. 
Suppose that for the families in question year-to-year fluctuations in current 
income which do not affect normal income are important. Suppose further that 
in the particular period to which the survey refers the magnitude and direc- 
tion of these fluctuations is not correlated with normalincome. (This would 
clearly be true if we were considering the average over a number of years, 
but any particular year might, for example, be a good one for the rich and 
a bad one for the poor.) Then, abstracting from possible complications 


through the correlation of normal income with age, the magnitude and 
No. 276.—voL. LXxIx. YY 
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direction of the temporary fluctuations will be positively correlated with 
current income. In other words, in the higher current income groups a 
larger proportion will be enjoying a “ good year.” This implies that Y 
increases less than proportionately with », and thus that F < 1. 

We shall find it convenient to call this phenomenon, of F < 1, the 
** Friedman Effect,” and to speak of a smaller value of F as a larger Friedman 
Effect. The argument for the Friedman Effect is plausible, but equally it 
is clear that it may apply to some societies or social groups and not to others. 
As normal income is not directly measurable, we can make no direct tests, 
but there is a certain amount of indirect evidence. 

Table II, for example, shows for various American occupation groups the 











Taste II 

l ] 
| oA B | oc 
Professional | 1-5 61 60 
6-8 52 70 
| 9-10 ‘69 53 
Self-employed or managerial 1-5 = 35 
| 6-8 38 51 
9-10 50 50 
Clerical and sales 1-3 65 68 
| 4-5 60 59 
' 6-8 62 58 
9-10 61 63 
Skilled or semi-skilled | 1-3 40 50 
| 4-5 48 49 
6-8 63 54 
9-10 68 | 63 
Unskilled | 1-3 38 47 
| 4-5 43 53 
6-10 55 68 
Farm operator 1-3 26 40 
4-5 47 48 
| 6-10 58 | 53 








A. Income group. 
B. Percentage of those in that income group for 1947 who had an (appreciably) larger income than 


in a 

C. Percentage of those in that income group for 1948 who had an (appreciably) larger income than 
in 1947, 

Data abstracted from Katona and Fisher (1951), Table 8. 


percentage of families in each current income group who were better off than 
they had been in the previous year. Where the Friedman Effect is present, 
this percentage will increase with income. Such a tendency is well marked 
among farm operators, manual workers and the self-employed and mana- 
gerial groups. There is clearly no such effect in the “ clerical and sales” 
group, while the professional group shows unsystematic movements. 

Some similar figures for Dutch families are given in Table III. The 
occupation groups are handarbeiders (manual workers) and hoofdarbeiders 
(roughly, clerical workers). For each occupation the average current 
income of each current-income group is compared with its average income 
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over the previous four years. If the latter is taken as a measure of 
normal income the manual workers display the Friedman Effect while the 
clerical workers do not. 


TABLE III 





Handarbeiders Hoofdarbeiders 














Income group 
Fl. per annum No. of Average Average No. of Average Average 
ope current previous wy. current previous 
families income income families income income 
<1,600 72 1,144 1,183 34 1,136 1,110 
1,600-2,000 33 1,740 1,623 21 1,745 1,672 
2,000-2,600 18 2,215 2,073 36 2,287 2,151 
2,600-3,400 8 2,950 2,460 31 2,983 2,739 
3,400-4,500 1 4,140 3,855 22 3,847 3,503 
4,500-6,700 1 4,832 4,111 12 5,094 5,034 
>6,700 — — _— 21 22,489 | 26,485 

















Taken from: “‘ Resultaten von een inventarisonderzoeh in de Gemeente Rotterdam, ingesteld 
door de Schade Enquéte Commissie aldaar, in 1941 ” in Statistische en Econometrische Ondetzoekingen, 
Maandschrift van het Centraal Bureau v.d. Statistiek 1943, nr. 4. 

Mr. J. S. Cramer comments: ‘‘ Not a very good sample, ‘ selected’ by asking firms to ask for 
volunteers from among their employees.” He quotes, ‘‘ In several cases the current income could 
be ascertained with more accuracy than the 5 year average.” 


This evidence, limited though it is, is enough to confirm our impression 
that the Friedman Effect may well be present in samples from some occupa- 
tion groups—such as farmers, business-men and manual workers—and 
missing from other samples, such as professional men and salaried workers. 


VIII. THe EvmENcE FROM THE FRIEDMAN EFFECT 


Friedman’s analysis of the cross-section evidence for his theory (Friedman 
(1957a), Chapters IV, VI and VII) is a most brilliant and fascinating 
economic argument, and occupies 132 pages. The present short discussion 
cannot do justice to the rich detail of his analysis, but it will, I hope, serve to 
indicate both the strengths and the weaknesses of his arguments. 

His analysis of the survey data is based on three assumptions: 


(a) that F < 1, ie., that the Friedman Effect is present; 
(b) the Normal Income Hypothesis; 
(c) that E = 1, 2.e., the Proportionality Hypothesis. 


He finds almost all the evidence he considers consistent with this set of 
assumptions. Unfortunately, since direct measurement of F is impossible, 
it is impossible to estimate accurately the value of F for any particular sample, 
so that this “ consistency’ does not go very far towards confirming the 
hypotheses. 

But although the absolute magnitude of F is difficult to estimate, there 
may be good grounds for believing that F will be smaller in one group than 
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another, and this will provide a test of the Normal Income Hypothesis. For 
suppose we have reason to believe that F is smaller in group A than in group 
B, and no reason to expect a significant difference in the values of EF. Then 
we must expect to find a smaller G in group A on the Normal Income Hypothesis, 
and not otherwise. (Once again, the test is independent of the Proportionality 
Hypothesis.) 

Friedman quotes a number of pieces of evidence of this type. In Table], 
for example, he gives the values of G computed from a number of surveys in 
the United States, Britain and Sweden. One would expect that, of these 
three countries, year-to-year fluctuations would be most important in the 
United States and least so in Sweden. This accords with the values of G, 
which are systematically larger in Sweden than in the United States, with 
Britain in an intermediate position. 

It is a commonplace of economics that farm incomes are particularly sub- 
ject to year-to-year fluctuations, and much the same is true of the business 
community. Friedman shows (Tables 1, 3 and 4) that United States farm 
families exhibit smaller values of G than the rest of the community. In 
Table 5 he gives the results of a survey in which families ave classified as 
“independent business,” “farmers”? and “ others.”” The two former 
groups show values of G that are almost equal and much smaller that that of 
the “ other.” On the other hand, in Table 6 the G for independent business- 
men is higher than for most other occupations; but Friedman attributes this 
to a faulty definition. 

Fisher (1956) gives similar evidence from a British survey. He gives 
values of G (the figures called P, in columns (b) of Table 2.5) for four occupa- 
tion groups—manual, clerical and sales, managerial and self-employed— 
broken down by age. If all ages are taken together, the self-employed have 
the lowest G, but this does not hold for all the individual age-groups. The 
number of observations in some of the cells is quite small, but even so, this 
unsystematic result may be a sign of the importance of factors that vary with 
age. 

Perhaps a more important aspect of Fisher’s results is that the manual 
workers have an unusually high G. In view of the low value of F in Table II 
above, this must suggest a breakdown of the Normal Income Hypothesis. Of 
course, the figures in Table II were for American workers, and their British 
counterparts may well have a much higher F; but, as we shall see later, this 
in itself suggests a limitation of the hypothesis. 

Friedman bases a further test on the argument that classifying a group 
of families according to the difference between their current income and that 
of the previous (or subsequent) year will increase F. The results he quotes 
in Tables 10 (farm families) and 11 (mainly urban) appear to show that such 
classification produces a definite reduction in G. 

In those rare surveys that record the family’s income for two consecutive 
years, it is possible to make rather more direct tests. Friedman develops a 
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method of estimating F for a group of families from the regression of their 
current on their previous year’s income (or vice versa). I am not convinced 
that F is more closely related to these estimates than to the correlation co- 
efficient of the two years’ incomes, but it is clear that all four quantities are 
likely to be fairly highly correlated. 

In Table 20 Friedman gives these statistical measures and values of G for 
three occupational groups—independent non-farm business, farm operators, 
and clerical and sales. Although one should not attach undue significance 
to a correlation based on three observations, it is noteworthy that the values 
of G (line 4) are virtually identical with those of the correlation coefficient 
(line 5). 

A more substantial piece of evidence of the same sort is quoted by 
Friedman from an unpublished paper by Margaret Reid. In Fig. 15, Panel 
1, he shows estimates of F, similar to those discussed in the previous paragraph, 
plotted against values of G for 27 groups of families. The correlation is most 
impressive, although it must be said that all the groups but one are farm 
families, and that it'is not clear whether all the points plotted represent 
different groups, as opposed to the same group at different times. There is 
also the possibility that these account-keeping families might be unusually 
sophisticated in their economic thinking, and perhaps therefore obey the 
Normal Income Hypothesis where others would not. 

In any test where one uses the previous year’s income as a proxy for 
normal income, it is always possible that the effects one attributes to the 
Normal Income Hypothesis are really due to a simple lag in the adjustment of 
consumption toincome. ‘This is, of course, not so where the subsequent year’s 
income is the proxy, but it is fortunate that Friedman provides a further 
piece of evidence on this point. In Fig. 15, Panel 2, he again plots estimates 
of F against G, but here the estimates use the penultimate year’s income as a 
proxy. Most forms of adjustment lag would imply a substantially lower 
correlation for Panel 2 than Panel 1, while the Normal Income Hypothesis 
suggests a roughly equal correlation. On inspection there appears to be a 
slight reduction, which may be partly explained by the fact that these calcu- 
lations were possible for only some of the groups in Panel 1. 

Individually, each of the pieces of evidence described above lacks the 
conclusiveness of a direct test. But together, I feel, they constitute a fairly 
strong confirmation that the effects predicted by the Normal Income Hypothesis 
occur in real life. However, we must be careful not to overstate the case, for 
the fact that some people behave in a certain way does not mean that all do. 
In fact, if we look at the data with a view to determining what sort of people 
have gone into our tests, we find that the tests fall into three groups: 


(a) tests based solely on figures for farmers and/or business-men; 
(b) tests based on contrasting the behaviour of farmers and business- 
men with that of the rest of the community; and 
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(c) tests based on samples for the whole community, in which farmers 
and/or business-men may be sufficiently important to account for the 
results we found. 


Thus the evidence shows only that farmers and business-men behave 
according to the Normal Income Hypothesis—it says nothing about the behaviour 
of the rest of the community. Now these two groups are those for whom 
year-to-year fluctuations in income are particularly important, and for 
whom therefore conventional saving rules are most obviously irrational, 
For a man with a secure job at a steady salary, on the other hand, a conven- 





H 


tional rule might work very well. We must therefore be prepared to find that | 


those with steady incomes do not obey the Normal Income Hypothesis. 

We are not, then, surprised to find a negative result in the case of the 
British manual worker, habituated to over-full employment. The same 
might turn out to be true of clerical workers, who do not display the Fried- 
man Effect either in Holland or the United States, but, on the other hand, 
American manual workers, a large group who show a substantial Friedman 
Effect, might prove to obey the hypothesis. However, this is conjecture. 
The fact is that there is strong evidence that the hypothesis holds for farmers 
and business-men, and little or no evidence on the rest of the community. 

We may note finally that since all the tests depend on relative magnitudes 
of F, their validity is independent of the Proportionality Hypothesis; and in so 


far as we have not felt able to provide estimates of the absolute magnitude of | 


F, we have been unable to test the Proportionality Hypothesis. 


IX. Some FurTHER CONSIDERATIONS 


| 


Mr. H. W. Watts (1958, pp. 126-32) has recently produced evidence of | 


a rather different sort for the Normal Income Hypothesis. He argues that a 
measure of the expected future income of a young man is given by the 
** cross-section income profile ” of men with the same occupation, education 
andsoon. (The “ profile” is obtained by plotting average income against 
age for suitably qualified members of a cross-section survey.) He compares 
groups of men with different educational backgrounds, but otherwise similar, 
and finds that, for a given current income, the better educated have higher 
expected incomes and higher current spending. 

The possible effects of education on spending behaviour are complex. 
Watts argues that it would promote rational rather than improvident 


behaviour, and thus lead, ceteris paribus, to higher saving; but it would also | 
promote rational rather than thrifty behaviour. In addition, it might be | 


argued that education develops a taste for the good things of life—books, 
foreign travel, winter sports, wine and food, and so on—and that this is 
only partly offset by the gambling and the television sets of the uneducated. 
However, Mr. Watts’ results, so far as they go, favour the Normal Income 
Hypothesis. 











ers 


the 


ave 
our 
om 
for 
ial, 


hat | 


the 


>of | 
ca | 


the 
ion 


inst | 


res 
lar, 
her 


lex. 
ent 


be | 


oks, 
s is 
ted. 
‘ome 











THE NEW THEORIES OF THE CONSUMPTION FUNCTION 693 








1959] 


“Contractual saving” —for example, saving in the form of life- 
assurance premiums or annuity or mortgage payments—is a common 
phenomenon nowadays and is likely to work against the Vormal Income 
Hypothesis. It is likely to make it more difficult for a man to reduce his net 
saving as much as would be rational during a temporary fall in income. 
However, one suspects that its popularity is largely confined to people with 
stable incomes—those with variable incomes are likely to have any con- 
tractual saving well-cushioned with liquid assets. 

We have said little about saving for posterity. My own belief is that, 
while many parents give generously to their children during their own life- 
time (and while the children are relatively young), few would deliberately 
reduce their own consumption in order to make a post-mortem gift to children 
who would by then be middle-aged. Bequests are certainly made, but these 
would be due to uncertainty as to the life-span, or to the need to maintain 
an equity in utility-yielding assets. However, it is possible that some people 
save in order to leave money to their children, and we must ask how this 
would affect our various hypotheses. 

The phenomenon can best be represented by making the functions {(y) 
lower and less steep, on the average over a man’s life, than they would 
otherwise have been. This will not affect the Normal Income Hypothesis, but 
will constitute an additional reason for doubting the Proportionality Hypothesis. 
So far as the Rate-of-growth Hypothesis is concerned, it will be just another 
factor making for thriftiness. 

I am indebted to Mr. N. Kaldor for pointing out that, whereas capital 
gains are assumed by the New Theories to be included in current income, 
they are not so included in most of the data we have used. The cross-section 
data are the most important, and it is easy to show that here the exclusion of 
capital gains leads to over-estimates of both the marginal and average pro- 
pensities to consume. However, we have worked in terms of the income- 
elasticity of consumption, and the effect here depends on the relative 
magnitude of these two biases. In fact, if in any sample capital gains, on 
the average, increase more than proportionately with income—as I think 
we would expect—then the income-elasticity of consumption will be over- 
estimated. This tends to strengthen the evidence against the Proportionality 
Hypothesis, but its implications for the Normal Income Hypothesis are less clear. 
Our evidence there consisted in comparisons of income-elasticities for 
different groups, and would therefore be affected only by differential bias 
between groups—a subject on which a priori argument is rather hazardous, 
though one would expect such differential effects to be relatively small. 

The omission of capital gains from aggregate time-series of personal 
disposable income will lead to an over-estimate of the short-period marginal 
propensity to consume if, as seems likely, capital gains are positively corre- 
lated with income. This means that the implied values for the elasticity 
1 See, for example, Klein (1954). 
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of expectations, towards the end of Section V, will be somewhat too high; 
but it is doubtful whether this will make an appreciable difference to such 
rough calculations. 


X. ConcLusions 


We have broken the New Theories down into three independent hypo- 
theses. Of these, we have left on one side the Proportionality Hypothesis; it is 
unnecessary to the theories, and such evidence as we have found is against 
rather than for it. On the other hand, we found the Rate-of-growth Hypo- 
thesis to be substantially valid. Certainly, in the long-run the level of aggre- 
gate net saving is determined by balancing gross saving against dis-saving, 
and is therefore sensitive to changes in the structure of the economy that 
affect this balance. But it is also determined by the balancing of thrift and 
improvidence, and although in the United States these factors roughly 
cancel each other out, in other economies the balance might be different, 
with a Eonsequent difference in the savings function. 

It is thus an over-simplification to assert that, in the long-run, the propor- 
tion of aggregate income saved is proportional to the rate of growth of aggre- 
gate income; but it is much nearer the truth than the linear consumption 
functions so often postulated. It would be interesting to see the effect on 
the many “ theories of economic growth ” of substituting in them the Rate-of- 
growth Hypothesis for their present (usually linear) consumption functions. 

Once the importance of structural factors is recognised, a vast new field of 
useful, scientific economic research is opened up. The effects of variations 
in the birth-rate, of emigration and of changes in the rate of change of pro- 
ductivity are all of great practical importance and open to relatively easy 
investigation. 

The Normal Income Hypothesis we found to be well-substantiated for farmers 
and business-men in the United States, but we kept an open mind as to how 
far it extends to other countries or occupations where incomes are more stable. 
However, even if the hypothesis were valid only for these groups (and there is 
no evidence for this) its importance is established. Friend and Kravis 
(1957b) estimate (p. 296) that these groups are responsible for 55-65% of 
personal saving in the United States, and (p. 278) that their marginal pro- 
pensity to save is more than twice that of the rest of the community. As it is 
well known that their incomes are more variable, it is clear that their be- 
haviour determines a very large proportion of the variation in personal 
savings. 

This serves to put trade-cycle theory on what one might call “ a fully 
expectational footing.” The recent orthodoxy has been an expectational 
theory of investment flus a mechanistic consumption function—now con- 
sumers can have their expectations too! We must, however, enter a caution. 
Employment and trade-cycle theory depend, not on the marginal propensity 
to consume but on the marginal propensity to spend, which may be very much 
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higher. A consumer may well use a temporary increase in his income to 
purchase some item of durable equipment, thus spending a large part while 
consuming only a small fraction of the increase. Another way of putting 
this might be to say that consumers’ durables introduce a sort of accelerator 
effect on the consumer side. 

The hypothesis also has implications for the use of budget studies to throw 
light on consumption behaviour. We have seen that where the Friedman 
Effect is present and the Normal Income Hypothesis holds, a simple regression 
analysis will give a biased estimate of the income elasticity of consumption. 
Ifa partial regression analysis of, say, consumption on current income and a 
third variable x is made in the same circumstances, even more misleading 
results can be produced. For a linear function of x and current income may 
well be significantly more closely correlated with normal income than is 
current income alone. In this case, x will appear to have a significant effect 
on consumption, even though there is no causal relation at all. Friedman 
(1957a, pp. 86-90) gives an excellent discussion of such possibilities. 

It is clear that these phenomena make the interpretation of cross-section 
studies where only current income is recorded extremely hazardous. So far 
as existing data are concerned, it behoves the research worker to tread warily, 
with an eye constantly turned towards the possible effects of Normal Income. 
For future surveys, one hopes that, at the very least, income for several pre- 
vious years and expected future income will be recorded; it is perhaps too 
much to hope that cross-section surveys will be replaced by the much more 
informative continuous budget studies. 

M. J. FARRELL 
Gonville and Caius College, 
Cambridge. 
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OPEN-MARKET OPERATIONS VERSUS RESERVE- 
REQUIREMENT VARIATION? 


I 


WIDELY divergent conclusions have been reached in discussions of the 
proper choice between open-market operations, on the one hand, and 
variation of cash-reserve requirements, on the other. Whereas several 
academic economists have suggested increases of reserve ratios as an alterna- 
tive or supplement to counter-inflationary open-market operations, central 
banking authorities, as well as commercial banking circles, are generally 
opposed to such an innovation. 

Thus, in comparing the short-period application of the two instruments, 
Professor R. S. Sayers considers it a “‘ fact that, if restriction of the deposit 
total [of commercial banks to a particular level] is thought right by the 
central bank, its enforcement by one weapon is merely a substitute for 
enforcement by another.” 2? Accordingly, he adjudges as lacking in sub- 
stance “‘ the bankers’ dislike of the reserve variation weapon . . . when 
this weapon is confined to short-period service as an alternative to open- 
market operations.” * His reason for this view is that, “‘ on the assumption 
that the central bank achieves equal success in its attempts to regulate the 
liquidity of the economy, the profitability of banking is unaffected by the 
choice between variation of reserve ratios and open-market operations.” 4 

By contrast, the Board of Governors of the United States Federal Reserve 
System states that: 


“The reserve requirement instrument is not . . . interchangeable 
with the open-market instrument. Unlike open-market operations, 
the results affect immediately and simultaneously all banks... . 
Changes in requirements, moreover, cannot be made frequently— 
especially on the up side—without unduly disturbing the operations of 
individual banks. . . . Changes in reserve requirements are, therefore, 
made infrequently and typically involve a fairly sizable volume of funds. 
The effects tend to be large and concentrated within a short period of 
time. The instrument is more appropriate for making a major change 
in the volume of available bank reserves than it is for short-run adjust- 
ments. It is not adaptable to affecting bank reserve positions on a 
day-to-day and week-to-week basis, as are open-market operations. 
In fact, it may be desirable to engage in partially offsetting open-market 


1 I am indebted to Professors G. H. Evans, Jr., F. Machlup, A. T. Peacock and R. S. Sayers 
for some very helpful suggestions. 
? R. S. Sayers, Central Banking After Bagehot (Oxford, 1957), p. 89. 
® Ibid., p. 90. 
‘ Ibid., p. 89. 
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actions in order to cushion the impact of reserve requirement changes 
in credit markets.” } 


In general accord with Professor Sayers’ reasoning, other academic 
economists have recurrently argued that changes in reserve requirements 
could be made by much smaller degrees than hitherto, correspondingly 
reducing the resultant shock effects.2 Furthermore, it has been suggested 
that the immediate and simultaneous impact of a given change in reserve 
requirements upon all commercial banks may be advantageous by com- 
parison with the delayed effects of open-market operations upon banks 
removed from the money-market center.? Finally, it has been pointed out 
that the direct price and yield effects on the government securities market 
would be more moderate for a given increase of reserve requirements than 
for a comparable magnitude of open-market operations.® 


Member-bank Reserve Requirements in the United States, 
January 1951-—Fune 1959 


(Per cent of deposits) 





























Demand deposits. Time deposits. 
Effective date of change. —— Central 
Reserve. Country | reserve and| Country 
reserve. . 
Clar beste: City banks. banks. Teserve. banks, 
~~ : City banks. 
1951—Jan. 11, 16 * ; ‘ 23 19 13 6 6 
Jan. 25, Feb. 1 *. ‘ 24 20 14 - ~- 
1953—July 1,9*. , : 22 19 13 oa -- 
1954—June 16,24*  . ; 21 -- ~- 5 5 
July 29, Aug. 1 * ° 20 18 12 — — 
1958—Feb. 27, Mar. 1 * : 194 174 114 -— ~- 
Mar. 20, Apr. 1 * ; 19 17 1] —- - 
Apr. 17. : : 18} = = — - 
Apr. 24. ‘ ‘ 18 16} — — -- 
In effect June 1, 1959 . ; 18 164 | 11 5 5 
| 








* First-of-month or mid-month dates are changes at country banks, and other dates are at 
central reserve city or reserve city banks. 


Source: Federal Reserve Bulletin, Vol. 45 (June 1959), p. 600. 


Renewed suggestions that variable reserve ratios be adopted as an 
additional counter-inflationary weapon by the Mother of central banks‘ 
contrast with refusal of the American monetary authorities, already endowed 


1 Replies of the Chairman of the Board of Governors of the Federal Reserve System to Questions 
Submitted by the Subcommittee on Economic Stabilisation of the Joint Committee on the Economic 
Report, in volume of Hearings on United States Monetary Policy: Recent Thinking and Experience 
(Washington: December 6 and 7, 1954), pp. 11-12. 

2 See Charles R. Whittlesey, “‘ Reserve Requirements and the Integration of Credit Policies,” 
Quarterly Fournal of Economics, Vol. LVII (August 1944), pp. 558-64. 

® See Ira O. Scott, Jr., ‘‘ The Regional Impact of Monetary Policy,’ Quarterly Journal of 
Economics, Vol. LXIX (May 1955), p. 283. 

* See Sayers, op. cit., p. 91, and his reference (p. 85) to Sir Theodore Gregory, The Present 
Position of Central Banks, 1955 Stamp Memorial Lecture (London, 1955), p. 21. 
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with this tool for more than two decades, to apply it restrictively ever since 
March 1951. As shown in the table on p. 698, all changes of member-bank 
reserve requirements in the United States since March 1951 to the time of 
this writing have been in but one direction: downward. Hence, a recon- 
sideration of reserve-requirement variation in comparison with open-market 
operations appears timely, both on theoretical and on policy grounds. 

In line with the literature on the subject, the next three sections will 
assume a closed economy. In the final section this assumption will be 
dropped. 

II 

Before analysing the differential impact of open-market operations versus 
that of variation of reserve requirements, it is useful to specify the economic 
situation in which central-bank action is assumed to take place. Three 
types of situation may be distinguished. 

In the first type of situation commercial banks are without significant 
excess reserves, and are attempting to switch out of government securities 
into private loans because of a boom in the demand for credit. This would 
be the state of affairs associated with a restrictive monetary policy. 

In the second type of situation, too, commercial banks are without 
significant excess reserves but in equilibrium with respect to the structure of 
their assets. This would be the state of affairs associated with a “ neutral ” 
monetary policy. 

In the third type of situation commercial banks have considerable or 
substantial excess reserves. This would be the state of affairs associated 
with an expansionary monetary policy. Let us take up these three types 
of situation in turn. 

(2) Suppose that, being confronted with the first type of situation, the 
central bank has decided to reduce the volume of member bank reserves 
by a given amount, and is considering whether to do so by open-market sale 
of government securities or by raising member-bank reserve requirements. 
In this case, is it correct to say that there is no substantive difference between 
the effects of the two courses of action? Certainly not. 

In the face of a boom in the demand for private credit the proximate 
objective of a restrictive monetary policy is to curb the switching by banks 
from government securities into commercial loans. Yet the magnitude of 
such switching would be greater in response to newly raisec. reserve require- 
ments than it would be in response to an equivalent sale of government 
securities by the central bank. This outcome is due to two factors. 

In the first place, the imposition of higher cash-reserve requirements 
reduces to zero the rate of return on a certain proportion of commercial 
banks’ assets that have hitherto yielded a positive rate of return. In other 
words, the higher reserve requirements reduce not only the total volume of 
commercial-bank assets but also the proportion of commercial-bank earning 
assets to their total assets. On the other hand, open-market operations 
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reduce the total volume of commercial-bank assets without reducing the 








proportion of earning assets to total assets. Thus imposition of the higher | 


reserve requirements has a more restrictive impact on commercial-bank 
income than the equivalent volume of open-market sales by the monetary 
authority. Therefore, the marginal utility of bank income is higher as a 
result of increased reserve requirements than as a result of open-market sales 
by the monetary authority.1_ The higher marginal utility of bank income 


induces commercial banks to sacrifice liquidity, i.e., to shift further out of | 


government securities into loans, in order to obtain additional earnings. 
Secondly, the liquidity needs of commercial banks are to a greater extent 
met by the required reserves themselves with a higher reserve requirement 
than with an unchanged reserve requirement. To illustrate, if required 
reserves are 10%, and bank deposits drop from 100 to 80, only 2 units of 
the 20 cash are available for paying off the deposits. On the other hand, 
if required reserves are 20%, and deposits drop from 100 to 80, 4 units of 


the 20 cash are available for paying off the deposits. Thus the higher , 


reserve requirements reduce the marginal utility of the moneyness of bank 
assets, also inducing commercial banks to sacrifice liquidity in order to 
obtain additional earnings. 

Under conditions of a restrictive monetary policy, 7.e., amid excess 
demand in the market for private credit, banks are afforded ample oppor- 
tunity to offset the constraint placed upon them by the higher reserve 
requirements. The “income” effect and the “liquidity” effect of 
imposition of the requirements jointly induce banks to switch out of govern- 
ments into loans on a larger scale than in sen arenes to open-market sales on 
the part of the monetary authority. 

(6) Our foregoing analysis of the first type of situation applies with but 
minor modification to the second type of situation. Here the “ income” 
effect and the “ liquidity ” effect of an increase in reserve requirements will 
still take place. But since there is, by assumption, no excess demand for 
private credit, commercial-bank shifting from governments to loans will be 
smaller than in the first type of situation. In other words, the impact of 
imposition of higher reserve requirements will not be as perverse if, to begin 
with, commercial banks were in an equilibrium position with respect to the 
structure of their assets. ) 

(c) Though the third type of situation—widespread excess reserves it 
commercial banks—is commonly associated with an expansionary monetaly 
policy, let us for the moment consider the implications of higher reserve 
requirements in this context.2_ Here the imposition of higher reserve require 
ments produces neither the “‘ income ” effect nor the “ liquidity ”’ effect % 


long as the pre-existing excess cash reserves fully meet the higher reserve 
1 Alternatively stated, the marginal rate of substitution of bank income for bank liquidity wil 

be lower as a result of the rise in reserve requirements than as a result of open-market sales by the 

monetary authority. 

2 The relevance of this consideration to the real world will be discussed in Section IV. 
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requirements. For so long as the higher reserve requirements can be satis- 
fied without liquidation of earning assets, their imposition does not adversely 
affect the present income position of the banks involved; nor does it imply 
an increase in the proportion of liquid assets to total bank assets. 

Indeed, amid widespread excess reserves, imposition of higher reserve 
requirements is, from the viewpoint of debt management, preferable to 
open-market sale of government securities by the central bank. This is 
so because higher reserve requirements that merely absorb pre-existing 
excess reserves do not necessitate any reduction in the government-security 
holdings of commercial banks and, hence, do not entail a rise in interest 
rates on government securities. On the other hand, the open-market 
operation of the central bank adds to the supply of government securities in 
the open market, a factor making for higher interest rates. 


III 

The upshot of the preceding section is that there exists an asymmetry 
between imposition of higher cash-reserve requirements and open-market 
sale of government securities by the central bank. Specifically, the following 
conclusions emerge: 

(1) Amid booming demand for credit, concomitant with a widespread 
absence of excess cash reserves in commercial banks, higher reserve require- 
ments will induce more shifting by banks from government securities to 
private loans than would restrictive open-market operations. This, in turn, 
implies that effective interest rates on government securities will rise to a 
greater extent in response to higher reserve requirements than in response to 
restrictive open-market operations. 

(2) In the absence of buoyant demand for credit and in the absence of 
widespread excess reserves that could meet higher cash-reserve requirements, 
the higher requirements would still induce more shifting by banks from 
governments to loans than would restrictive open-market operations. This 
asymmetry, however, would not be as pronounced as under the conditions 
of conclusion (1). It still follows that interest rates on government securities 
will rise to a greater extent in response to higher reserve requirements than 
in response to restrictive open-market operations; though, again, the 
asymmetry will be less significant than under the conditions of conclusion (1). 

(3) Amid widepread excess reserves that will fully satisfy higher cash 
reserve requirements, the imposition of higher requirements avoids a rise in 
interest rates on government securities, since bank shifting from governments 
to private debt is not made necessary. On the other hand, restrictive open- 
market operations will raise interest rates on government securities because 
they augment the supply of governments to the private economy. 

Manifestly, conclusions (1) and (2) must be qualified to the extent that 
there are differences in the reserve positions of different commercial banks. 
Likewise, conclusion (3) must be qualified to the extent that all or some 
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banks lack excess cash reserves to fulfil the higher reserve requirements and 
are, therefore, compelled to liquidate earning assets. 


IV 

We may now attempt to reassess the running debate between various 
academic economists and the Federal Reserve on the comparative advantage 
of changes in reserve requirements versus open-market operations. 

To recall, it has been suggested, particularly in the United States and 
largely in criticism of Federal Reserve policy, that increased use of changes 
in cash-reserve requirements is preferable to heavy reliance on open-market 
operations. This suggestion has been justified on two distinct grounds, 
First and most frequently, it has been asserted that restrictive open-market 
operations involve direct price and yield effects in the government-securities 
market which could be avoided by more extensive use of changes in reserve 
requirements. Second, it has been contended that transmission of the 
impact of monetary policy throughout the commercial banking system could 
be accomplished with shorter time lags by means of variation of reserve 
requirements than through open-market operations. To the oft-repeated 
Federal Reserve argument that changes in reserve requirements are too 
blunt an instrument, the repeated counter-argument has been that “ The 
large and infrequent changes in reserve ratios, which the Federal Reserve 
takes to be the result of defects in the instrument, may instead be responsible 
for those defects. Open-market operations of comparable magnitude can 
also be a shock to the markets.” } 

What implications do our conclusions have for the opposing views in 
this continuing controversy? Is there really no more to the Federal Reserve's 
rejection of the academicians’ argument than a tendency “ toward an 
immaculate, high-church, and 19th century view of [central-bank] 
responsibilities ”’ ? ? 

Our first and second conclusions, sharply reduce the validity of the 
argument that changes in cash-reserve requirements will shield the govern- 
ment-securities market from the price and yield effects entailed by open- 
market operations. As implied by our third conclusion, this argument is 
applicable only to the type of situation wherein commercial banks possess 
sufficient excess cash reserves to meet higher reserve requirements without 
having to resort to the liquidation of earning assets. (This, indeed, is the 
type of situation adduced by Professor Sayers in his denial of an asymmetry 
between the two central banking instruments.’) And this kind of situation 
is rarely one that is associated with the choice between higher reserve 
requirements and restrictive open-market operations: rather, it is the kind 


1 Edward S. Shaw in United States Monetary Policy: Recent Thinking and Experience, op. cit., p. 74 
Substantially the same point was made by Whittlesey, op. cit., pp. 559-60. 2 Shaw, op. cil. 
3 Sayers, op. cit., p. 89. He uses for illustrative purposes the case in which, “‘ with a normal 
cash reserve of 10 against deposits of 100 the banks hold excess reserves equal to 10,” and compares 
the effects of variation of reserve ratios with those of open-market operations. 
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of situation that is usually associated with the choice between lower reserve 
requirements and expansionary open-market operations. Thus, little 
solace remains to be drawn from the sharply limited applicability of the 
argument in question: under the conditions which (apart from inter- 
national transactions) give rise to consideration of the choice between higher 
reserve requirements and restrictive open-market operations, commercial 
banks are “loaned up” to begin with. Under such conditions, higher 
reserve requirements do, in fact, generate a shock effect upon commercial 
banks—and, hence, upon prices and yields of government securities—that 
is greater than the impact of restrictive open-market operations. 

This difference in shock effect means that it is pointless to argue that 
more extensive use could be made of higher reserve requirements if increases 
in requirements were made in very small fractions. Obviously, if a given 
increase in reserve requirements is minute, its shock effect is also likely to 
be minute. But this is hardly comforting. The point is that restrictive 
open-market operations generate less of a shock effect that correspondingly 
higher reserve requirements. Thus, if what is called for in a given case is 
highly restrictive central bank action, the difference in the shock effects of 
the two instruments will be of much greater significance than if only slightly 
restrictive action is needed. In brief, substantial increases in reserve require- 
ments will produce substantial differential shock effects; negligible increases 
in reserve requirements will produce negligible differential shock effects. 

The differential shock effect of higher reserve requirements results from 
the fact that, in conditions wherein commercial banks are “‘ loaned up ” to 
begin with, higher reserve requirements are more deleterious to commercial- 
bank earnings than are restrictive open-market operations. Unawareness 
of this fact is at the bottom of the opposition to the Federal Reserve’s views 
on the variation of reserve requirements. 

Our conclusions also weaken the argument that changes in reserve 
requirements are preferable to open-market operations on the ground that 
the former will reduce time lags in the transmission of the effects of monetary 
policy to the commercial banking system. If results of the variation of 
reserve requirements were the same as results of open-market operations in 
all respects but speed of transmission, preference for the former weapon over 
the latter would be quite plausible. We have seen, however, that there is 
an asymmetry in results, an asymmetry which militates against the increase 
of reserve requirements as a counter-inflationary measure. For one major 
objective of a restrictive monetary policy is to curb the expansion of com- 
mercial-bank credit to private borrowers. This objective is thwarted by 
the variation of reserve requirements in comparison with the use of open- 
market operations. When, in addition, differences between the two 
weapons in administrative flexibility and in ease of reversibility are taken 
into account, little is left of the case for the use of changes in reserve require- 


ments as a short-period alternative to open-market operations. 
No. 276.—voL. LxIx. Zz 
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V 

Would it be proper to conclude that adoption of the reserve-variation 
weapon is entirely without merit? Not quite. 

In economies where a government-securities market is lacking or where 
the central bank’s portfolio of government securities is too meagre for the 
exclusive use of open-market operations, the additional weapon of changing 
reserve requirements is well nigh indispensable. But, as the government- 
securities market in such economies expands over time—owing, say, to a 
growing national debt in the course of governmental deficit financing of 
economic-development projects—open-market operations may become an 
increasingly realistic alternative to variation of reserve requirements. 

Even in economies with an extensive government-securities market and 
with a central bank in possession of a relatively large securities portfolio, 
there may still be a distinct advantage in endowing the central bank with 
both weapons. Suppose that a country is experiencing, as was the United 
States in the mid 1930s, a heavy inflow of gold and that the monetary 
authority seeks to neutralise the potentially expansionary effect of this inflow 
upon the domestic money supply. To absorb the increase in commercial 
banks’ excess reserves by means of open-market operations would imply a 
substantial reduction in the central bank’s portfolio of government securities 
and, hence, a rise in the net interest burden of government debt. On the 
other hand, to absorb the increase in excess reserves by means of higher 
cash-reserve requirements for commercial banks would leave the central 
bank’s security portfolio intact and would avoid any addition to the net 
interest burden of government debt. Thus, the variation of reserve require-' 
ments is not devoid of all merit as an instrument of monetary control, 
particularly in a world of open economies. 


The Johns Hopkins University, JosepH AsCHHEM 
Baltimore 


1 This is a conclusion reached by Professor Milton Friedman. With reference to the Federal 
Reserve System, he states, “‘ The tools we now have are in large measure an accidental outgrowth 
of past history and are by no means best suited to present day needs. The rediscount tool is 
technically defective as an instrument of stabilization policy. Its effects are difficult to judge and 
it tends to be discontinuous in operation, so producing speculation in advance of changes. From 
the point of view of stabilization policy, it would seem to me desirable to eliminate completely the 
Federal Reserve’s rediscounting powers. For similar reasons, control over reserve requirements is 
a defective instrument of stabilization policy. If we are to have legally prescribed reserves, they 
should, it seems to me, be fixed and not subject to change by administrative action. 

** If rediscount powers and powers over reserve requirements were eliminated, monetary policy 
would be implemented predominantly through open-market operations. This is by all odds the 
best monetary instrument of stabilization policy at the present time. There is nothing that can 
be done by rediscount policy and changes in reserve requirements that cannot be made by open- 
market operations, and open-market operations are continuous in time and amount. They can 
be changed in amount from day to day and reversed if necessary frequently and without difficulty. 
And one ball is easier to juggle than three.’”” Milton Friedman, ‘“‘ Consumer Credit Control as an 
Instrument of Stabilization Policy,” in Board of Governors of the Federal Reserve System, Consumer 
Instalment Credit, Part II, Volume 2: Conference on Regulation (Washington: National Bureau of 
Economic Research, 1957), pp. 100-1. 
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SOME THEORY OF AN IGNORANT MONOPOLIST ? 


ALTHOUGH no one doubts the importance of limited information and 
uncertainty as factors affecting the management decisions of actual business 
firms, economists have long been reluctant to introduce such complications 
into traditional models of price and output determination. To the extent 
that learning and uncertainty phenomena have been considered at all, they 
have been studied mainly in the context of recent developments in the 
mathematical theory of games of strategy; and results reached via this 
route have had little if any effect upon the thinking of the majority of 
professional economists, most of whom continue, as before, to think and 
work in terms of models which presuppose a world of perfect information, 
perfect certainty and instantaneous response to changing circumstances. 

The purpose of this paper is to initiate a redress of the balance: to 
encourage study of learning processes and delayed responses within the 
framework of traditional economic theory. The paper is directly concerned only 
with certain natural and potentially fruitful dynamical generalisations of 
traditional monopoly theory, but it has implications for every branch of 
established price theory. The discussion rests more on plausible than on 
demonstrative reasoning, and the mathematical argument is correspondingly 
elementary. However, some of the economic considerations which motivate 
the formal analysis are fairly subtle and are developed, accordingly, with 
more than usual care. 


I. THE KNOWLEDGEABLE Monopo.ist: STATICS 


In keeping with the spirit, if not the letter, of traditional theory, con- 
sider a market in which, during any specified period of time, ¢, the quantity 
of output x(t) of a particular commodity is produced by a monopoly firm and 
offered for sale to a group of prospective buyers at the unit price p(t). Assume 
that market demand (monopoly sales) in the same period, denoted by D(t), is 
a given function of price: D(t) = D[p(t)]; and suppose that total costs 
incurred by the monopolist in producing and selling the quantity x(t) are 
given by a function C(#) = C[x(t)]. Assume also that the function D has a 


? A complete list of acknowledgments would be embarrassingly long, but it would be indecent 
to ignore the obligations which I owe to my colleagues R. B. Heflebower, A. A. Charnes, Alvin L. 
Marty and Mitchell Harwitz, to Alan Walters of the University of Birmingham and to Arnold 
Zellner of the University of Washington. I am grateful also to the Graduate School of North- 
western University for partial but generous financial support. ‘The research underlying this paper 
was undertaken for the project on Temporal Planning and Management Decisions Under Risk and 
Uncertainty at Northwestern University, under contract with the U.S. Office of Naval Research 
(contract Nonr—1228(10), Project 047-021). Reproduction of this paper in whole or in part is 
permitted for any purpose of the United States Government. 
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unique inverse, F, and provisionally define the profit function of the monopolist 
to be 
R(t) = F[x()]x@) — Clx)] (0 < RU?) 


(this function being presumed to be continuously differentiable). Finally, 
let the output of the monopolist in period ¢ be set at any value of x(t), in the 
domain of definition of the profit function, which satisfies the ‘‘ maximum 
profit ” condition 


(1) F[x(t)] + x()F [x()] — C'[x(s)] = 0; 


and let the price of the monopolist in period ¢ be determined by the “ market 
clearance ” requirement 
(2) p(t) — F[x(d)] = 0. 

Provided the profit function has a unique maximum value (this will hence- 
forth be taken for granted), the conditions (1) and (2) then determine unique 
equilibrium values and f of output and price which the monopolist will 
select and maintain in any and every market period. For purposes of 
reference, call the system (1), (2), Model I. 

The preceding remarks provide a complete and accurate account of the 
essentials of traditional monopoly theory.1 If the exposition has less 
* sparkle ” than the usual classroom discussion of the same topic, that is 
probably because the typical instructor adds dynamical and other “ frills ” 
to his account of the statical theory. Among other things, it is usual to ask 
such questions as: “‘ What happens if the monopolist makes a mistake and 
sets his output at some level other than #?” Strictly speaking, however, it 
is not legitimate to ask this kind of question in the context of the model 
described by (1) and (2). For these equations (and the assumptions under- 
lying them) assert unequivocally that the monopolist has no choice: either 
values of output and price ¥ and satisfying Model I exist and are set 
accordingly; or such values do not exist, in which case monopoly output 
and price are not specified by the model. To make the question meaningful, 
it is necessary to relax the assumptions of the theory, tacitly if not explicitly.” 
Let us relax them explicitly. 


II. THe KNOWLEDGEABLE Monopo.ist: DyNAmIcs 


Let condition (2) in Model I be retained, but replace (1) by the 
alternative requirement 


(3) x(t) —x(¢— 1) =MF[x(¢—1)] +.4(¢—1)F [a(t — 1)] —C'La(t— 1), 
where A is a positive constant; i.e., suppose the output of the monopolist 
varies from one period to the next in direct proportion to the difference 


1 Compare J. R. Hicks, “‘ Annual Survey of Economic Theory: Monopoly,” Econometrica, Vol. 
III (1935), pp. 2-4. 
2 See, ¢.g., the discussion of “‘ stability” at pp. 3-4 of the Hicks article just cited. 
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between “‘ marginal revenue ” and “ marginal cost.” To determine output 
in any period ?¢, it is only necessary to adjoin to (3) an initial condition 
specifying the value of output in the preceding period; equation (3) then 
generates a well-defined time series in x(#) and the “ market clearance ” 
condition (2) may be used to obtain a corresponding time series in f(t). 
Call the system described by (2) and (3) Model II. 

It is now possible to pose the question stated earlier, for Model II does 
not require that output be set at some equilibrium value x = & as is the case 
in Model I. Of course, if output should just happen to be set at the value &, 
the expression in braces in equation (3) will be zero and output will not 
change over time; 1.¢., ¥ is a stationary solution of (3) (which means that 
Model II is statically equivalent to Model 1). If output is initially specified 
to have a value different from #, however, output (and price) will vary in 
every subsequent period of time in accordance with (2) and (3). In the 
neighbourhood of an equilibrium point (%, /), for example, variations in 
output, starting from some initial value x» of x are approximately described 
by the equation 


x(t) =% + (9 — D1 + UF + F"—C")}. 


From this it is easy to verify that, except for special functions F and C, or 
special values of the “‘ adjustment coefficient ” A, the approach to equilibrium 
is always gradual, may be oscillatory, and never terminates; also, that 
output will tend toward its equilibrium value over time for most “ plausible ” 
choices of the functions F and C, provided A is not too large. 

Model II is more interesting in several respects than Model I; in 
particular, since it is capable of generating states [x(¢), p(t)] other than the 
single equilibrium state [%, J], it is potentially referable to empirical data 
sets of the kind which one associates with “ going concerns” in the real 
world. Since it is still a rather dull affair, however, another “ classroom ” 
question is in order. Let it be the following: ‘‘ What happens if the 
position of the market demand curve shifts? ” 

From one point of view, this question presents no new problem. Starting 
from a situation of monopoly equilibrium, and assuming that a shift in the 
demand function occurs, we have simply to deal with the question ‘‘ What 
happens if the output of the monopolist is not set at the equilibrium level? ” 
For the original value of output is simply one of many non-equilibrium values 
after the shift in demand occurs. In this respect, Model II is more satis- 
factory than might have been supposed at first sight. 

From another point of view, however, the model gets into difficulties. 
So long as one deals with a fixed demand function, it is reasonably sensible 
to suppose that the profit and price calculations of the monopolist are made 
with reference to this function; one has merely to assume that the model 
applies to a situation in which, following various trial-and-error experiments 
with different prices, the monopolist knows the precise character of market 
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demand (at least within some relevant range of price and output quantities). 
If the demand function is not assumed to be fixed, however, Model II would 
seem to have definite empirical relevance only on a recurrent basis; i.¢., it 
would be devoid of practical interest, following any shift in demand, until 
it could be supposed that a “ sufficiently long ”’ interval of time had elapsed 
to permit the monopolist to discover the new position and properties of the 
demand function. 

Now, a model of the latter type is rather awkward to justify; but if one 
is to retain Model II, the only obvious alternative to some kind of “‘ recurrent 
validity ”’ hypothesis is to suppose that the monopolist has correct a priori 
knowledge about market demand in every period of time. Since this 
postulate imputes a highly artificial type of omniscience to the monopolist, 
however, it can easily prove more embarrassing than the assumption it is 
designed to replace. On this view, it seems desirable to seek a generalisation 
of Model II. A “ knowledgeable monopolist ” is clearly just a theoretical 
curiosity; it is time to see whether an “ ignorant monopolist ” might not 
be something more. 


III. Tue IcGNorant Monopouist: NAiveE STRATEGY 


As a preliminary to the development of a more general model, return 
for a moment to the “ recurrent validity ” theme and assume that, although 
the position of the demand function shifts from time to time, its general form remains 
always the same. Specifically, assume that the function is always represent- 
able as a straight line of constant slope, say 


(4) D(t) = ap(t) +4, 


where a < 0 and the constant 4 is a “ shift parameter.” If the demand 
function is assumed to shift not too frequently (no more often, say, than 
every three market periods), it is then permissible to argue that the mono- 
polist will acquire correct information about the slope of the function from 
ex post price and sales data (the three-period scheme allows time for two 
consecutive observations so that a conjecture concerning slope can be made, 
and then time for a final observation to “ confirm ” the conjecture!). This 
having been accomplished, the monopolist’s only remaining problem is to 
find the position of the demand function in different periods of time. In the 
latter connection, however, it is possible to argue that the monopolist— 
having settled on a definite slope—will estimate the current position of the 
demand function on the basis of recent sales experience—say by reference 
to sales and price in the immediately preceding market period. But this, 
added to our earlier assumptions, is formally equivalent to postulating the 
existence of a (linear) conjectural demand function of the form 


(5) E(t) = a{p(t) — p(t — 1)} + D[p(t — 1)], 
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where the symbol E(#) denotes conjectured sales (in period ¢).1_ Then, since 
the coefficient a in (5) is assumed to have the same value as the corresponding 
coefficient in (4), it follows that the conjectural demand function in period t is 
identically the same as the market demand function in period t —1. Hence, if 
the revenue function in Models I and II is replaced by a “ conjectural ” 
revenue function involving the inverse of the conjectural demand function 
(5), monopoly output and price behaviour following a shift in market 
demand may still be analysed in terms of our earlier discussion. It is only 
necessary to argue as if shifts in the market demand parameter, J, occur one 
period later than is actually the case. In particular, the conditions for 
market equilibrium in Models I and II are entirely unaffected by the sug- 
gested substitution of a “ conjectural ” for an “ objective ” profit function. 

Suppose, however, that the monopolist is less clever than the preceding 
discussion suggests, or that shifts in the market demand function occur so 
frequently that no amount of ingenuity permits the monopolist to obtain 
correct information about the form of the market demand relation. Specific- 
ally, suppose the monopolist believes the market demand function is linear 
when it is actually non-linear. Suppose, also, that the conjectural demand 
function of the monopolist is still given by (5). Then the position of the 
conjectural demand function in any given period is no longer determined 
simply by the position of the market demand function in the preceding 
period; its position depends also upon the behaviour of market price. To 
be sure, the conjectural demand function in period ¢ will always coincide at 
a single point with the market demand function in period ¢ — 1; but unless 
the two functions coincide everywhere (which cannot happen on our present 
assumptions) a change in price (resulting, ¢.g., from a change in output) 
leads to a shift in the conjectural demand function even though the position 
of the market demand relation is fixed. 

It follows from this that the output ana price behaviour of an “ ignorant” 
monopolist (7.¢., a monopolist who manages to make only a “ reasonable ” 
guess about the form of the market demand function) cannot be described 
by working with the simple “‘ lagged ” version of Model II described above. 

Let us carry out a modification of Model I to allow for the presence of 
a minimal degree of ignorance and see where it leads. First, replace the 
function F (which indicates the maximum unit price at which prospective 
buyers will purchase any given leve! of output) by an appropriate con- 

? The notion of a ‘‘ conjectural,”’ or “‘ imagined ” demand, or “‘ demand as seen by the seller,”’ 
is, of course, a standard feature of traditional theories of oligopoly and pure competition; and it 
has been applied before to problems of monopoly. See Sidney Weintraub, ‘‘ Monopoly Equi- 
librium and Anticipated Demand,” Journal of Political Economy, 1942, pp. 427 ff.: N. Kaldor, 
“ Market Imperfection and Excess Capacity,” Economica, 1935; R. Triffin, Monopolistic Competition 
and General Equilibrium Theory, pp. 62-6; Bushaw and Clower, Introduction to Mathematical Economics 
Chapter Seven, Sections 4-5; S. Thore, F. Billstrom and O. Johansson, “‘ Models Involving Mono- 
polistic Strategies for Price and Supply,” Report 2 of the Uppsala Econometric Seminar (mimeographed, 


no date); Cyert, Feigenbaum and March, “ Models in a Behavioral Theory of the Firm,” Econo- 
metrica, October 1958, pp. 611-12 (abstract). 
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jectural price function. In the present context, the “ appropriate ” concept 
is evidently a function which indicates the maximum unit price at which the 
monopolist conjectures that buyers will purchase any given level of output. 
Denoting the conjectural price variable by e(t), therefore, and recalling 
that the conjectural demand function is defined by (5), the relevant con- 
jectural price function is 


(6) e(t) = p(t — 1) + MD(t — 1) — x(t)}, 


where k = —(l/a) >0. The “ profit maximisation” requirement in 
Model I is then replaced by the condition 


(7) p(t — 1) + {D[p(t — 1) — 2x(t)} — C'[a(t)] = 0, 


while the “ market clearance ” requirement is replaced by its “‘ conjectural ” 


equivalent 
(8) p(t) — p(t — 1) — A{D[ p(t — 1)] — x(t} = 0. 


The system (7), (8)—call it Model IJJ—describes the behaviour of what 
might be called an “ ignorant but opinionated ” monopolist. The precise 
position and form of the demand function is conjectured “ with certainty ” 
at the beginning of any given period on the basis of sales and price data in 
the immediately preceding period. Just as in Model I, monopoly output 
and price are then assumed to be set in period ¢ at certain unique “ momen- 
tary equilibrium ” values, #(¢) and f(t) in order to yield a conjectural “‘ profit 
maximum” and achieve conjectural “‘ market clearance.” And this pro- 
cedure is assumed to apply in every market period regardless of the fact that, 
in general, sales conjectured by the monopolist, corresponding to any selected 
value of price, differ from sales actually realised.» 

The working of Model ITI is illustrated in Fig. 1, where D represents the 
market demand function, C,, represents the marginal cost function, e is a 
line having the same slope as the conjectural price function and S§ describes 
the conjectural supply function of the monopolist, 

X(t) = S{p(t); (p(t — 1) + AD[p(t — 1)])}, 

defined implicitly by equations (7) and (8). Sales are initially assumed to 
be set at the level D, corresponding to the price f); the conjectural price 
function at the beginning of period ft, is therefore represented by e,. The 
value % of output which “ momentarily ” maximises conjectured profit in 
period ¢, is then %,, as defined by the intersection of ¢, with the conjectural 
supply curve S (where “ conjectural marginal revenue” is equal to 
“‘ marginal cost’). The value # of price at which it is conjectured that the 

1 This “ portrait of a monopolist ”’ is very similar to the “ portrait of a monopolistic competitor ” 
as drawn by Professor Chamberlin in his Theory of Monopolistic Competition (see, particularly, pp. 
89-93). Indeed, it is possible to regard Model III as a basis for construction of a theory of multiple- 
market monopoly systems which are formally identical to systems considered by Professor Chamber- 
lin, except that they do not depend on artificial ‘‘ symmetry ” conditions and can be considered 


to apply to “‘ small-group ” as well as “‘ large-group ”’ systems. But it is not within the scope of 
this paper to pursue the matter further. 
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market will be cleared in period ¢, is similarly defined as f,. At the price 
f,, however, sales in period ¢, are D, rather than Dy; so the conjectural 
price function at the beginning of period ¢, is represented by ¢, instead of ¢,. 
Hence output in period ¢, increases to the level %,, while price rises to fo. 
And so the process continues, with consequences indicated by following the 


“zig-zag” line ABCD . . . As in the case of Model II, the adjustment 
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process does not terminate, but the motion illustrated in Fig. 1 clearly tends 
toward the “true” equilibrium point (%, /)—where the conjectured 
position 1 of the price function is consistent with realised results. 
Analytically, the behaviour of “‘ momentary equilibrium” output in the 
neighbourhood of an equilibrium point (%, f) is described by 


(9) x(t) = % + (x9 — ¥){(k/a + 1)(1 — k/(2k + c)} 
(a <0 <k; l/a = F'[R], ¢ = CT), 


which indicates that the motions of the system are “ direct ” and stable (as 
illustrated in Fig. 1) if k < —a, “ oscillatory ” and either stable or unstable 
if k > —a. Examples of the last two possibilities are illustrated in Fig. 2. 
The analogy with familiar “cobweb” models is amusing as well as 
instructive. 

Model III has a number of intriguing features. In the first place, it 
permits monopoly equilibrium to be defined by the intersection of “* curves of 
demand and supply.” 2 Even more significant is the fact that the dynamical 

* Notice that market equilibrium does not require the slope of the conjectured price function 
to bear some definite relation to the slope of the demand function; merely that the equilibrium 
values of output and price should satisfy both relations simultaneously. 

* Compare Chamberlin’s discussion of the case of traditional monopoly theory at pp. 12-16 of 


the Theory of Monopolistic Competition; also E. R. Hawkins, “‘ Note on Chamberlin’s Monopoly 
Supply Curve,” and “ Reply ’’ by Chamberlin, Quarterly Journal of Economics, 1939, pp. 641 ff. 
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(and so the comparative statics) properties of the model can be analysed 
in “supply and demand” terms using strictly traditional techniques of 
analysis.__ This is most easily seen by working with a model in which 
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units of measurement are chosen to make the equilibrium point (¥, J) 
coincide with the point (0,0). For, in this case, (9) implies that 


#(t — 1) = 2(t)/{(k/a + 1)(1 — k/(2k + 0)} = Kx(t), 


which means that the behaviour of “momentary equilibrium” price (as 
given by (8)) may be described in the alternative form 


(10) Ap(e) = pl) — ple — 1) = MD[B(t — 1)] — Kae — )}(k > 0). 
And (10) asserts that price variations are directly proportional to market excess 


demand. The analogy with price behaviour in a competitive model requires 
no further emphasis. 


IV. Quasi-SoPpHIsTICATED STRATEGIES 

Although Model III is similar in many respects to a simple dynamical 
model of a competitive market, the analogy is not perfect. The clearest 
expression of a basic difference is probably provided by noting that Model 
III makes no provision for the possibility that the price conjectures of the 
monopolist may be parametric; in every case it is assumed that the coefficient 
k in the conjectural price function is strictly positive, which implies that the 
value of conjectured price, e(¢), depends on the value assigned to the output 
variable x(t)—that is to say, the price conjectures of the monopolist are non- 
parametric. Indeed, if these conjectures.are assumed to be parametric in 
Model III (i.¢., if it is assumed that k = 0), (9) yields the value x, of Z(t) 
for all values of t, and (10) asserts that Af(t) = 0! This makes nonsense of 
the entire model. 

It is instructive, however, to explore the consequences of this situation 
a little further. Assume, therefore, that k = 0 in Model III, that 2(t,) = % 
and f(ty) = po, but that D[ po] # xq (xq and pf, being given constants). 

1 For a description of the more usual situation in models of this kind, see Bushaw and Clower, 
Introduction to Mathematical Economics, pp. 186-7, 190-92. 
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Then, although the actual sales of the monopolist differ from desired sales 
(i.e, Output) in every period, the implication of Model III is that output 
and price will be maintained indefinitely at their initial levels, x, and py. 
Notice, however, that everything would be well if the coefficient k in the con- 
jectural price function were not also used as the “ adjustment coefficient”? in (10). 
Specifically, if some positive constant, «, were substituted for k in (10), out- 
put variations would be governed by “ marginal cost-price ” considerations 
(the assumption k = 0 causes no trouble in (7)); and price variations would 
be governed by straightforward “ market clearance” considerations. 
Moreover, this would seem to be a desirable solution on other grounds. 
There is no reason to assume that the monopolist is so naive as to believe 
that his price conjectures in any given period will be correct; and in the 
absence of such an assumption, it is gratuitous to suppose that price is set 
in every period on the basis of the conjectural price function. It would be 
just as appropriate to describe price movements in terms of a strictly prag- 
matic “trial-and-error” process, as suggested above. Following the same line 
of argument, neither is there any reason to assume that output is set in every 
period to maximise conjectural profit as currently conceived; gradual adjust- 
ment “ in the light of current conditions,” as implied by one of the assump- 
tions in Model II, would be an equally legitimate and in some ways a more 
satisfactory assumption. 

In the light of the preceding remarks, it is in order to consider first the 
model 


(7) p(t — 1) + A{D[p(t — 1)] — 2x(4)} — C'[x(d)] = 0 
(11) p(t) — p(t — 1) = a{D[ p(t — 1)] — x(t — 1)} (« > 0), 
which is simply Model III with a “ price adjustment equation ” in place of 
the “ market clearance requirement ” (8). 


Equilibrium conditions for this model are precisely the same as for 
Model III, namely, 


(7) p +kD[p] — 2kx — C’[x] = 0, 
(8’) D{p] —x = 0; 


and 


but the dynamical characteristics of the system are rather different. 

This is conveniently illustrated in Fig. 3, where the curves D, S and e are 
defined precisely as in Fig. 1, and « is assigned the value « = 1/2. Starting 
from values fo, Dy and x, of price, sales and output in period ty, output in 
period t,, denoted by #,, is defined by the intersection of the curves ¢, and S. 
Price in period t, is determined, however, by the requirement (11); ie., 
P(t) = po + 4(Do — x9) = f;.1 In period ¢,, therefore, sales are D, and 

* The “ tilda” is dropped from the variable p in the present model because the values of p(t) 
generated by (11) may not (and ordinarily will not) be “‘ momentary equilibrium ” values; i.e., if 


a value X(t) of x which satisfies (7) and a value of p(t) which satisfies (11) are both inserted into (8’) 
the resulting expression is not identically zero. 
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the conjectural price function at the beginning of the next period is e, (the 
“* zig-zags ” of Model III disappear because of the independence of price 
adjustment and price conjectures). Accordingly, output in period ?, is %,, 
price is given by p, + (D, — %,)/2 =, and soforth. In the present case, 


P(e) 











the point (%(¢), p(t)) “‘ spirals” toward the equilibrium point (#, )); how- 
ever, unstable “ spirals” and stable and unstable “ direct” motions are 
also possible.* 

An even simpler graphical description of the model results if the now 
perfectly legitimate assumption is made that k = 0. The conjectural price 
function then becomes e(t) = p(t — 1), and (7) is replaced by the simpler 
requirement p(¢ — 1) —C’[x(t)] =0. Hence, output, price and _ sales 
adjustments can be described in terms that are formally identical with the 
usual text-book discussion of the adjustment of supply, demand and price 
in a purely competitive market.? 

The system (7), (11) is a distinct improvement over Model III from the 
standpoint of potential empirical applications. Models which yield abrupt 
changes in the values of theoretical variables are hard to reconcile with 


1 The characteristic equation of the linearised counterpart of (7), (11) is 








r—ala—1 a 
f(r) = =0, (1/a = F’[x]; ¢ = C’[R]) 
kla + 1 —r(2k + ¢) 
which is a quadratic. The corresponding equation for Model III, however, is 
r—kla—1 k 
fr) = = 0, 
kia +1 —(2k + ¢) 








which is linear. This “‘ explains” the qualitative difference between the motions generated by the 
two models. 

2 What is even more surprising, J. N. Wolfe, of the University of Toronto, tells me that he has 
come across a case in Canada, involving monopoly suppliers of road-construction materials, which 
might be considered to fit this “‘ competitive monopoly ’’ model! Needless to say, I don’t believe 
him. 
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known sets of economic data; hence it is desirable to avoid building models 
in which “‘ cobweb ” phenomena are, so to speak, part of the basic structure. 
Model (7), (11) is not altogether free of this defect, but because of the 
presence of the coefficient « in equation (11), it can always be made to yield 
a “smoother ” time series than Model III for given functions C, D and a 
given value of k. Besides adding an element of flexibility to an otherwise 
rigid model, moreover, the presence of the coefficient « in (11) divorces the 
problem of estimating the coefficients of the conjectural price function from 
the problem of estimating the coefficients of the price-adjustment equation. 
Finally, the model describes “ hit and miss’ price behaviour of a kind which 
one might well find in a “‘ going concern”; this means that fewer questions 
would have to be begged before attempting to use the model to interpret 
concrete situations. 

Comments similar to the above apply with equal or greater force to the 
model described by 


(11) p(t) —p(¢— 1) = af{D[p(t—1)] —2(@-—1)} (a > 0) 


(12) x(t) — x(t — 1) = BEp(t — 1) + AD[p(t — 1)] — 2kx(t — 1) 
—Cix(t—1)} (6 > 0), 


‘ 


which is obtained from the preceding model by substituting an “ output 
adjustment equation’ for the “ maximum profit” condition (7). The 
resulting system is still relatively simple from a formal point of view, but 
it can be used to describe quite complicated patterns of price, output and 
sales behaviour. Because it portrays the monopolist as a profit seeker rather 
than a profit maximiser, moreover, it is an improvement on earlier models 
from a casual empirical point of view. 

Indeed, if the model (11), (12) is generalised slightly to make allowance 
for the possibility that the monopolist varies output in direct response to 
changing demand conditions, it leaves little to be desired as an elementary 
description of the mechanics of monopoly output and price adjustment in a 
world of limited knowledge. This generalisation is accomplished very easily 
by adding an extra term to the right-hand side of (12), to obtain 


(12') x(t) — 2(¢ — 1) = BEpe — 1) + AD[p(t — 1)] — 2kx(t — 1) 

— C[x(t — 1)]}} + vD[bE — 1] — x(t — 1B, vy > 0). 
While the model described by (11) and (12’) is then equivalent, from a 
statical point of view, to all of the Models III, (7)-(11), and (11)-(12), its 
qualitative dynamical properties are in better accord with everyday experi- 
ence. Formal analysis of these properties is left to the interested reader, 


? The characteristic equation of the linearised version of (11), (12) is 
r—aja— 1 a 
f(r) = = 0, 
—B(k/a + 1) r+ B(2k+¢) +1 


where a and ¢ are defined as before. Compare the corresponding equation for the system (7), (11) 
given in footnote 1, p. 714. 
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however, with the warning that the task is difficult and not particularly 
instructive.? 


IV. ConcLusion 


Ignorance about demand conditions is a ubiquitous feature of market 
life in the real world. Whatever its source—whether it arises from com- 
petition among sellers, lagged response of buyers to changing prices, exo- 
genous changes in tastes, techniques, government policies, etc.—it is a factor 
to be reckoned with in any attempt to describe observed output and price 
behaviour. Moreover, the phenomenon of demand ignorance implies—in a 
plausible if not in a demonstrative sense—the existence of learning and 
response mechanisms through which output and price decisions arrived at 
on the basis of provisional conjectures are revised in the light of realised 
results and ultimately reconciled with experience. The purpose of this 
paper has been to provide an intuitively plausible and logically coherent 
description of some particularly simple mechanisms of this kind. 

In this connection, it is worth emphasising that the orientation of the 
preceding analysis is not entirely philosophical. On the contrary, the 
argument has been influenced at every stage by tacit recognition of the fact 
that the lack of provisionally plausible theoretical models of other than 
** purely competitive ’’ markets has long been a major obstacle to systematic 
empirical study of the production and marketing activities of individual 
business firms. Whether any of the models outlined above can be used to 
obtain fruitful results in this area is, of course, another question. It may be 
noted, however, that most of these models have the econometrically con- 
venient properties of linearity and identifiability. Also, most of them owe 
their existence to an earlier (and unsuccessful) attempt to reconcile tradi- 
tional monopoly theory with factual descriptions of the behaviour of 
** monopolistic ” firms in the United States.? Finally, preliminary analysis 
of price, sales, output, and inventory data obtained from a selected sample 
of major U.S. firms has yielded results which are sufficiently promising to 
encourage deeper and more systematic studies in the same direction. While 
the immediate emphasis of the present paper is theoretical, therefore, its 
original sources, current uses and ultimate aims are all distinctly practical. 


R. W. CLOWER 
Northwestern University, 
Evanston, Illinois 
1 The relevant characteristic equation (cf. footnote 1, p. 715) is 
| r—afa—1 a 
f(r) = = 0, 


—B(kja+1)—yla r+BP(2k+ce)+y—1 
2 A particularly instructive study of this kind'is by Edmund P. Learned, “‘ Pricing of Gasoline: 
A Case Study,’’ Harvard Business Review, Vol. XXVI, November 1948, pp. 723-56. 
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MALTHUS AND KEYNES—A RECONSIDERATION! 


I 


In the past few years the view has solidified that Malthus was one of the 
most important precursors of the Keynesian way of thinking. This view was 
given its main impetus by Keynes himself, first in the memoir on Malthus ? 
and later in the General Theory. It bears testimony to the revolutionary 
nature of Keynes’ contribution that prior to his work very little attention was 
paid to this element in Malthus’ thought. This is true not only of general 
histories of economic thought,‘ but also of the specialised works devoted solely 
to Malthus. Bonar,’ for example, devoted only a few pages to Malthus’ 
treatment of the possibility of overproduction, whilst Palgrave gave only a 
paragraph to this topic.® 

There are, of course, one or two exceptions to this early appraisal of 
Malthus’ work; John Lalor is perhaps the most interesting of these, and as 
early as early as 1851 he was prepared to rate Malthus’ theorising in this 
field higher than his contribution to population economics.’ But in general 
a glance at the standard histories before the ““ Keynesian Revolution ” will 
confirm that this aspect of Malthus was largely ignored. 

It is often said that the question of overproduction was, after all, only a 
minor part of Malthus’ total contribution and hence did not warrant much 
consideration, but there is very little evidence for this view. It is one of the 
predominant themes in the Ricardo—Malthus correspondence and occupies 
nearly a third of Malthus’ Principles. 

Keynes changed all this. Malthus’ fear of over-saving now receives an 
honourable mention in the ‘‘ new ”’ histories, and some writers claim to have 
found many of the “ building blocks ” of the General Theory in Malthus. In 
particular, the writings of Hansen, Lambert and O’Leary may be men- 
tioned. 


1 I should like to acknowledge the advice of Professor Lionel Robbins, Mr. Piero Sraffa, Mr. 
Kurt Klappholz and Mr. G. C. Archibald in the preparation of this paper. 

2 “ Robert Malthus: the First of the Cambridge Economists,” Essays in Biography (1933). 

% The General Theory of Employment, Interest and Money, Chapter 26. 

* E.g., L. H. Haney, History of Economic Thought (1917), p. 204, ‘‘ As to overproduction, Malthus 
differed with the majority of his contemporaries in believing it possible as a general condition, his 
moral being that there are limits to parsimony or saving. He was clearly in error.” 

° James Bonar, Malthus and his Work (1924). 

* Palgrave’s Dictionary of Political Economy (Ed. by H. Higgs, 1925), Vol. 11, article on Malthus. 

? John Lalor, Money and Morals (Preface). Mention should also be made of J. M. Robertson’s 
The Fallacy of Saving (1892). 

* A. H. Hansen, Business Cycles and National Income; Paul Lambert, ‘“‘ Keynes und Malthus,” 
Weltwirtschaftliches Archiv, 1955; Preface to J. Stassart, Malthus et la Population; J. J. O'Leary, 
“Malthus and Keynes,” Journal of Political Economy, 1952; ‘* Malthus’s General Theory of Em- 
ployment and the Post-Napoleonic Depressions,” Journal of Economic History, 1943. Professor 
Lambert seems to have taken up the most extreme position on this point. He argues that “ le 
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In my view this attempt to set up Malthus as a forerunner of Keynes is of 
doubtful validity. My criticism is not merely that the functional relation- 
ships making up the theoretical framework of the General Theory are not to be 
found in Malthus. It is more fundamental than this. I also object to the 
view, stated so strongly by Keynes, that “‘ the almost total obliteration of 
Malthus’ line of approach and the complete domination of Ricardo’s for a 
period of a hundred years has been a disaster to the progress of economics.” ! 

In what follows I shall investigate rather more closely than has so far been 
the case the exact nature of Malthus’ dispute with the orthodox school, and 
seek to show, first, that Malthus was not in fact an analytic forerunner of 
Keynes, and second, that victory for Malthus in his dispute with Ricardo over 
the effects of capital accumulation would probably not have hastened the 
development of Keynesian economics.” 


II 


Various parts of the Keynesian system have in their time been highlighted 
as the “essence” of the contribution. For example, the consumption func- 
tion has been described by some writers as the key to Keynes’ break with the 
Classics? but clearly this is not so. With a mechanism to ensure the 
equality of planned saving and investment, the fact that a percentage of 
national income is not consumed does not necessarily present any problems 
of aggregate demand. On the other hand, there does seem to be general 
agreement about the fact that one of the important differences between 
Keynes and the Classics concerns the assumptions made about the savings- 
investment mechanism. Professor Paul Samuelson has put this point of view 
clearly in the following terms: 

** I myself believe the broad significance of the General Theory to be in 
fact that it provides a relatively realistic, complete system for analyzing 
the level of effective demand and its fluctuations. More narrowly, I 
conceive the heart of its contribution to be that subset of its equations 
which relate to the propensity to consume and to saving in relation to 
offsets-to-saving. In addition to linking saving explicitly to income, 
there is an equally important denial of the implicit ‘ classical’ axiom 
that motivated investment is indefinitely expansible or contractable, so that 





parenté entre les deux auteurs est plus intime encore que Keynes en l’acru.”’” The reasons he gives 
for this view appear to ignore the question of the ex ante equality—or otherwise—of savings and in- 
vestment. Cf. the Preface to Stassart, op. cit., p. 14. Professor Robbins allowed me to see some 
correspondence he had had on this subject with Professor Lambert which was helpful in clarifying 
this issue. 

1 J. M. Keynes, Essays in Biography, pp. 140-1. 

* There are, of course, certain contemporary economists who have never accepted this new 
verdict on Malthus; R.F. Harrod, for example, has written, ‘‘ I cannot believe that Malthus, 
splendid as he was as a population theorist, contributed much of value to economics, in which he 
was always muddled.” The Life of John Maynard Keynes, p. 460. 

> “Tt has been my conviction for years that the great contribution of Keynes’ General Theory was 
the clear and specific formulation of the consumption function.” A. H. Hansen in The Naw 
Economics (ed. S. E. Harris), p. 135, 
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whatever people fry to save will always be fully invested. It is not im- 
portant whether we deny this by reason of expectations, interest rate 
rigidity, investment inelasticity with respect to over-all price changes 
and the interest rate, capital or investment satiation, secular factors of a 
technological and political nature, or what have you. But it is vital for 
business-cycle analysis that we do assume definite amounts of investment 
which are highly variable over time in response to a myriad of exo- 
genous and endogenous factors, and which are not automatically equilibriated 
to full employment saving levels by any internal efficacious economic process.” 


Now an essential feature of Classical macro-economics was the equality 
of saving and investment; the Classics were prepared to admit the possi- 
bility of a breakdown in the economic system if uncompensated hoarding 
were to be attempted, but generally speaking, its occurrence on any signi- 
ficant scale was thought to involve an assumption of irrational behaviour.” 
At the root of Classical (and Neo-Classical) economics was the “ saving is 
spending ” theorem, and this clearly has to be sharply contrasted with the 
Keynesian approach. As Keynes himself pointed out: 


“‘ Contemporary thought is still deeply steeped in the notion that if 
people do not spend their money in one way they will spend it in another. 
Post-war economists seldom, indeed, succeed in maintaining this stand- 
point consistently; for their thought today is too much permeated 
with the contrary tendency and with facts of experience too obviously 
inconsistent with their former view. But they have not drawn suffi- 
ciently far-reaching consequences; and have not revised their funda- 
mental theory.” 3 


It is against this background that we must look at Malthus’ contribution. 


Ill 


The first point to make clear is that throughout his analysis Malthus 
assumed that an act of saving was always translated into an act of investment, 
that is to say, he assumed the equality of ex ante saving and ex ante investment. 
Thus in this respect Malthus was at one with the orthodox Classical school; 
as Professor Robbins has remarked, “ unfortunately Malthus had insisted 
that savings were always invested; he spurned the suggestion that they were 
often hoarded.” 4 

Take the following quotation from Malthus: 


“A third very serious error of [Say, James Mill and Ricardo] and 
practically the most important of the three, consists in supposing that 

? Paul A. Samuelson, ‘‘ The General Theory (3) ” in the New Economics (ed. S. E. Harris), 
pp. 150-1. 

* This statement requires qualification: there are instances in the classical literature of dis- 
Cussions of the effects of sudden changes in the demand for money. Perhaps the /ocus classicus here 
is J. S. Mill’s, ‘‘ Of the Influence of Consumption upon Production.” 

* J. M. Keynes, The General Theory of Employment, Interest and Money, p. 20. 

* L. C. Robbins, Robert Torrens and the Evolution of Classical Economics, p. 248. See also Schum- 
peter, History of Economic Analysis, p. 641 n. 
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accumulation ensures demand; or that the consumption of the labourers 
employed by those whose object is to save, will create such an effectual 
demand for commodities as to encourage a continued increase of produce, 

“Mr. Ricardo observes, that ‘ If £10,000 were given to a man 
having £ 100,000 per annum, he would not lock it up in a chest, but would 
either increase his expenses by £10,000, employ it himself productively, 
or lend it to some other person for that purpose; in either case demand 
would be increased, although it would be for different objects. If he 
increased his expenses, his effectual demand might probably be for 
buildings, furniture, or some such enjoyment. If he employed his 
£10,000 productively, his effectual demand would be for food, clothing, 
and raw materials, which might set new labourers to work. But still it 
would be demand.’ 

“Upon this principle it is supposed that if the richer portion of 
society were to forego their accustomed conveniences and luxuries with 
a view to accumulation, the only effect would be a direction of nearly 
the whole capital of the country to the production of necessaries, which 
would lead to a great increase of cultivation and population. But this 
is precisely the case in which Mr. Ricardo distinctly allows that there 
might be a universal glut; for there would undoubtedly be more 
necessaries produced than would be sufficient for the existing demand.” ! 


It is clear from this passage that Malthus assumed that savings “‘ became” 
/ investment, and to reiterate within such a model it is not possible to deduce 
that lack of effective demand is caused by oversaving.2, What problem, 
then, was it that really troubled Malthus? His starting-point was the 
(obvious) fact that unemployment was a normal feature of capitalist econo- 
mies. ‘“‘ The actual wealth of all states with which we are acquainted is very 
far short of their powers of production.” * Somehow or other this situation 
was due to “ overproduction ” caused by a deficiency of effective demand. 
At this point it is important to distinguish two possible interpretations of 
the concept of overproduction. First, “‘ general” overproduction caused 
by an excess of planned saving over planned investment—which was ruled 
out by assumption both in Malthus and orthodox Classical reasoning. 
Secondly, the idea that the translation of “ revenue into capital” led to a 
falling rate of profit and if continued would kill the motive for further 
accumulation. It is in this second sense that Malthus’ fears must be inter- 
preted; assuming profits to be determined by a simple relationship between 
investment and consumption, then a switch from consumption to investment 
would (inevitably) produce a lower monetary return than had been ex- 
pected: if profits had only been “ normal ” to begin with, the transfer would 
result in a stagnation in economic activity. The way out of such a situation, 
Malthus argued, was to stimulate ‘“‘ unproductive”? consumption. To 


1 Principles of Political Economy, 2nd ed., pp. 322-3. 

* For our purposes it is immaterial whether we assume that savers are entrepreneurs, or that there 
is a flexible rate of interest. Classical macro-economics contains both assumptions. 
* Malthus, of. cit., p. 329. 
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summarise this view in Malthus’ own words: “ it appears to be quite... 
certain that an inordinate passion for accumulation must inevitably lead to 
a supply of commodities beyond what the structure and habits of . . . society 
will permit to be profitably consumed.” } 

Using this second definition of overproduction, it is easy to show that 
Malthus and Ricardo were in basic agreement concerning its logical possi- 
bility, a point which comes out clearly in their correspondence. The typical 
case Malthus considered was the switch to a higher rate of capital accumula- 
tion financed by means of a decrease in luxury spending; continued for a 
sufficient length there would be a point where nobody wanted the extra out- 
put, the rate of profit would be below the minimum necessary for net capital 
accumulation. ; 

In a sense Ricardo was in complete agreement with all of this, provided 
that this hypothetical case of Malthus’ really did occur. “I affirm with you,” 
he wrote to Malthus, “ that ‘ if the farmer has no adequate market for his 
produce, he will soon cease to distribute more necessaries to his labourers,’ 
with a view to the production of more necessaries.” ? 

And when Malthus wrote to say: 


“T also fancy that I am fortified with new arguments to prove 
demonstratively that a neat revenue is absolutely impossible under the 
determination to employ the whole produce in the production of 
necessaries, and consequently that if there is not an adequate taste for 
luxuries and conveniences, or unproductive labour, there must neces- 
sarily be a general glut.” 3 


Ricardo replied: “.. . with a very slight alteration I should entirely con- 
cur in your proposition.” 
Moreover, Ricardo agreed that if Malthus’ diagnosis were correct, inter- 
ventionist measures to maintain total output were required.5 
So far I have argued that in so far as the dispute between Malthus and + 
Ricardo was about the possibility of a rate of profit insufficient to promote 
capital accumulation, the two writers were in basic agreement, but a great 
deal of the heat generated in the controversy was due to the fact that they did | 
not realise this. Malthus fought for a confession that conditions could be 
thought up which would produce a general glut; Ricardo, equally fervently, 
regarded such conditions as unrealistic. As usual, a great deal of the mis- 
understanding was due to imprecise language and terminology, and in 
addition one cannot help feeling that neither side had a particular desire to 
end the controversy—it was, after all, one way of keeping the friendship 
going. 
* Malthus, op. cit., p. 325. 
? Works of David Ricardo (ed. P. Sraffa), Vol. VIII, p. 278. Letter dated October 9, 1820. 
* Ibid., Vol. VIII, p. 285. Letter dated October 26, 1820. 
. Ibid., Vol. VIII, p. 300. Letter dated November 24, 1820. 


* For more on Malthus’ attitude towards public works see the present author’s ‘‘ The Theory 
of the Economic Effects of Public Expenditure in English Classical Economics,” Economica, 1958. 
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Each accused the other of wilful refusal to understand; Ricardo com- 
plained to James Mill: 


“I think he [Malthus] has not understood himself, for what are all 
his attacks on Say and me, surely not because we have said in all cases 
there would be motives sufficient to push production to its utmost 
cmemt...”# 

Whilst Malthus’s apparent frustration appears in a letter to Ricardo: 


“I am either unfortunate in my explanations, or your mind is so 
entirely prepossessed with your own views on the subject of our dis- 
cussion, that you will not give to any statement, which departs from 
them the degree of attention which is necessary to put you in possession 
of what is meant.” 2 


What has been said so far may be summarised in the following manner: 
Malthus’ main concern was with the effects of a declining rate of profit 
caused by “ excessive” capital accumulation. Unfortunately within the 
framework of orthodox Classical theory a falling rate of profit was not 
necessarily a disequilibriating force. The rate of interest (a real phenomenon 
determined mainly by the rate of profit)» equated saving and invest- 
ment, hence a change in it merely altered the allocation of total spending 
between consumption and investment. As Keynes himself pointed out, 
Malthus had no alternative theory of interest to offer, so that ultimately his 
idea of excessive capital accumulation rested on the assumption that in- 
vestment was independent of its rate of return. 


IV 

In this section some of the policy implications of Malthus’ analysis will 
be examined, to elaborate the point that he had much less in common with 
Keynes than is usually supposed. 

First of all, what did Malthus have to say about the effect of wage cuts on 
the volume of employment? It will be recalled that within the framework 
of the General Theory direct effects are zero—although there is some possibility 
of secondary effects via the rate of interest. Malthus, on the other hand, 
thought that full employment would eventually be achieved through wage 
reductions. In writing of the post-1815 situation he mentions the con- 
sequences of a “ sudden abundance of corn,” it reduced prices, 

“ the consequence of which was that, in the midst of plenty, thousands 
were thrown out of employment—a most painful but almost unavoidable 
preliminary to a fall in the money wages of labour, which it is obvious 
could alone enable the general income of the country to employ the same 
number of labourers as before, and, after a period of severe check to the 
increase of wealth, to recommence a progressive movement.” 3 

1 Economica, 1958, Vol. IX, p. 13. Letter dated July 9, 1821. 


2 Ibid., Vol. TX, p. 90. Letter dated October 9, 1821. 
* Malthus, op. cit., p. 393, my italics. 
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This is straightforward Classical reasoning with the idea of a “ wages 
fund ” lurking in the background. 

Let us now take a look at the “‘ Malthusian policy for full employment,” 
for it is here that the apparent Keynesian nature emerges most strikingly; 
probably it is the use of the term “ effectual demand” that has misled 
people. Malthus argued (in clear contrast to Keynes) that, starting from a 
low level of economic activity, the only way to increase effective demand was 
to raise consumption or “ unproductive expenditures.” As he put it: 
“the greatest stimulus to the continued production of commodities, taken 
altogether, is an increase in the exchangeable value of the whole mass, before 
a greater value of capital has been employed upon them.” ? 

Or in more explicit terms: “a country with great powers of production 
should possess a body of consumers who are not themselves engaged in pro- 
duction.” ? 

All this followed from Malthus’ concern with the effects of a falling rate 
of profit, and the possibility of an equilibrium situation * where further in- 
vestment was unprofitable. 


“It is undoubtedly possible by parsimony [Malthus wrote] to 
devote at once a much larger share than usual of the produce of any 
country to the maintenance of productive labour; and suppose this to 
be done, it is quite true that the labourers so employed are consumers as 
well as those engaged in personal services, and that as far as the labourers 
are concerned, there would be no diminution of consumption or de- 
mand. But... the consumption and demand occasioned by the work- 
men employed in productive labour can never alone furnish a motive to 
the accumulation and employment of capital.” 


The only expenditure that investment created was the wages of the labour 
directly involved, hence— 


“it is impossible that the increased quantity of commodities, obtained 
by the increased number of productive labourers, should find pur- 
chasers, without such a fall of price as would probably sink their value 
below that of the outlay, or, at least, so reduce profits as very greatly to 
diminish both the power and the will to save.” 4 


There seem to be some peculiar assumptions involved here: there are no 
multiplier effects and investment is replaced in total every period. 

There is, finally, the question of the social control of the saving-invest- 
ment process. Perhaps the most important implication of Keynes’ work 
was the notion that in an unregulated capitalist economy, full employment 
was fortuitous; hence given maximum production as an end, government 
control of aggregate saving and investment was necessary. But Malthus did 


1 Malthus, of. cit., p. 361. 

* Ibid., p. 398. 

* A situation where only normal profits were being earned. 
* Ibid., pp. 314-15. 
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not think along these lines; for him /aissez-faire was the guiding rule. At 
the end of the Principles he sums up the position thus: 

** Saving, as I have before said, is, in numerous instances, a most 
sacred private duty. How far a just sense of this duty, together with 
the desire of bettering our condition so strongly implanted in the 
human breast, may sometimes, and in some states of society, occasion a 
greater tendency to parsimony that is consistent with the most effective 
encouragement to the growth of public wealth, it is difficult to say; but 
whether this tendency, if let alone, be ever too great or not, no one could 
think of interfering with it, even in its caprices. There is no reason, how- 
ever, for giving an additional sanction to it, by calling it a public duty. 
The market for national capital will be supplied, like other markets, 
without the aid of patriotism. And in leaving the whole question of 
saving to the uninfluenced operation of individual interest and in- 
dividual feelings, we shall best conform to that great principle of political 
economy laid down by Adam Smith, which teaches us a general 
maxim, liable to very few exceptions, that the wealth of nations is best 
secured by allowing every person, as long as he adheres to the rules of 
justice, to pursue his own interest in his own way.” } 


Vv 


The conclusion must surely be that victory for Malthus would not 
necessarily have led to the happy results that Keynes supposed. There 
appears to be little in the Malthusian analysis which bears affinity to the 
model of the General Theory. Needless to say, this does not imply that 
victory for the Ricardian approach was a “ good thing.” The fundamental 
weakness of Classical economics was its failure to work out a coherent 
analysis of the determination of income and employment in the short run. 
And whilst it is true that Ricardo, at least, emphasised that his analysis was 
meant as a contribution towards the theory of long-period equilibrium, one 
cannot escape the conclusion that by and large the orthodox Classical group 
were prepared to let this long-run analysis serve without modification as a 
description of the economic system at all points of time. 

Malthus was undoubtedly a better observer of the economic scene than 
his opponents—he was aware that full employment was not the norm—but 
it cannot be said that his analysis provides an explanation of this phe- 
nomenon. Probably critics have been misled by Malthus’ policy proposals, 
for to a certain extent they are not dissimilar to what a “‘ Keynesian ” would 
recommend. Buta vague feeling that something is wrong does not justify the 
overthrow of a particular analytic framework. When a particular theory has 
been falsified it must be replaced with another theory, but Malthus did not do 
this, he did not break through the inner logic of Classical macro-economics. 

B. A. Corry 
The London School of Economics. 


1 Malthus, of. cit., p. 434. 
2 It may be added here that in the present writer’s opinion this breakthrough was Keynes’ 
greatest achievement. 
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A FURTHER NOTE ON FACTOR-COMMODITY PRICE 
RELATIONSHIPS 


In a recent issue of this JourNAL (June 1958) Mr. R. F. Harrod has 
raised again the question of the effect of trade upon factor prices. As it is 
not intended to disagree fundamentally with Mr. Harrod, it would seem 
proper to give at once reasons for wearying the reader with further argument. 
These are: 


(i) That there does remain an important difference of opinion 
between Mr. Harrod, on the one hand, and Professor Samuelson and 
the present writer, on the other, regarding the exact nature of the 
conditions required to ensure factor-price equalisation when the number 
of goods and factors exceeds two. I do not believe that these conditions 
can be expressed in terms of factor intensities as implied by two- 
dimensional accounts and as explicitly stated by Mr. Harrod. 

(ii) That the devastatingly restrictive nature of the conditions 
referred to, for many goods many factors, has been widely overlooked 
because of the general difficulty of the multi-dimensional argument. 

(iii) That the only full proof of the general case so far published * 
can be very much simplified. In this connection there is also a small 
point of difference between the present writer and Professor Samuelson 
which it has seemed desirable to clear up in an appendix. 

(iv) That it seems appropriate in this context to comment briefly 
on two points of methodology. 


It is convenient to begin with the methodological complaints. First, 
following well-tried and undeniably useful habits of thought we tend, in 
economic argument, to assume that, even if our hypotheses are not precisely 
in accord with the facts, our results are still applicable in some degree. We 
suppose that, in general, our assumptions are reasonable approximations or 
simplifications which give insight into the problem. If they are not strictly 
met, then there may be impediments of one kind or another to the working 
of the mechanism, but the mechanism itself remains fundamentally unaltered. 

Without wishing to question the value of this procedure in a general way 
it cannot be too strongly emphasised that it will, in some cases, let us down 
severely. Professor Samuelson’s celebrated factor-price equalisation 
theorem * provides us with a case in point. Most of the assumptions upon 
which this theorem rests can be regarded as reasonable first approximations. 
This is not true, however, of the factor intensity assumption, to which Mr. 


? Economic JourNaL, June 1958, p. 249. 
i ames and Pearce, ‘‘ The Factor Price Equalisation Myth,” Review of Economic Studies, 1951/52, 
p. 111. 
* Economic JournaL, June 1948, June 1949. 
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Harrod has recently directed our attention (loc. cit.). If this restriction on 
the production function does not apply in the real world there exists much 
more than a mere impediment to the complete realisation of factor-price 
equalisation. On the contrary, there exists a mechanism in its own right 
which could lead to precisely the opposite effect. Factor prices could move 
apart as a result of trade. A step-by-step account of how this might occur 
is given in the present writer’s paper already cited. Moreover, the same 
considerations apply a fortiori if the more complicated conditions appropriate 
to the general case are not met. As far as the factor-price equalisation 
theorem is concerned therefore everything depends on precise correspondence 
between the assumptions and the facts of the real world. 

My second methodological point concerns the assumption of two goods 
two factors only, in terms of which a great deal of economic theory is com- 
monly set out. It is tempting to regard two-dimensional analysis as reason- 
able on the ground that the number of goods and factors is merely a matter 
of classification. Ifsome measure of classification is inevitable, why not go 
all the way and fit all goods into one or other of two groups? The difficulties 
involved are no more than a facet of the index-number problem, which is 
always with us in any case. 

The objection to this attractive argument is that there are times when the 
economic theory under review is itself no more than a facet of the index- 
number problem. The price of a composite commodity is precisely the 
weighted sum of the prices of the factors which produce it, the weights being 
the ratio of inputs to output. The factor-price equalisation theorem seeks 
to establish that the connection between factor prices and their weights is 
such that there is one, and only one, way of building up any given commodity 
price, at the same time fulfilling all the economic conditions for equilibrium. 
If the world in fact contains many factors, whose relative prices vary inde- 
pendently, then we are simply assuming away the major part of our problem 
by trying to fit it into two dimensions. We must not say that by a composite 
commodity price we mean a “ suitable ” price index, when the very question 
we are investigating is what weights are admissible and what are not? 
However complex and clumsy our methods may be, we have no alternative 
but to face the complications of the general case. To do otherwise is merely 
to engage in self-deception. 

Accepting this necessity, we have reluctantly to conclude that the very 
clarity of Mr. Harrod’s explanation of the factor-intensity hypothesis is, in 
a sense, unfortunate. This is because factor intensities are entirely irrelevant 
to the problem as soon as we pass to three or more goods and factors. The 
whole concept of factor intensity in fact turns out to be, in this context, a 
particularly disastrous red herring; for the supposition that factor intensities 
do not reverse themselves seems to have been widely regarded as empirically 
likely and, accordingly, the factor-price equalisation theorem has come to be 
accepted, even by economists who would readily concede the existence in 
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the real world of more than two factors of production as defined above. 
Thus it may be that support for the theorem rests, either upon the belief that 
arbitrary classification of goods and factors cannot affect the issue, or upon 
an incomplete understanding of the n dimensional complications. In short, 
Mr. Harrod’s case, strong though it is, is weaker than it need be. It seems 
important to make it clear that the likelihood of factor-price equalisation is 
immeasurably reduced by the addition of more goods and factors, not simply 
because there are now more factor intensities which might reverse themselves, 
but because the whole nature of the necessary condition on the production 
function is transformed and becomes progressively more restrictive with each 
extra dimension. An attempt is made to explain this below. 

As the extent of the controversy suggests that what follows may have 
interest even for non-specialists, it is assumed throughout (except in the 
appendix) that the reader is not familiar with the languages of topology and 
matrix algebra. Apologies are tendered to those who are. For the same 
reason I have tried to develop analogies which I hope will gain in clarity 
what they lose in rigor. 

For the sake of brevity we use the following notation. 4; is the quantity 
of the ith factor used in the production of the jth good. 4; is the output of 
the jth good and q; is its selling price. Now Professor Samuelson’s assump- 
tion of constant returns to scale means that the total value of every product 
will be just exhausted by the total paid out to the factors which produce it 
whatever the output. In our notation therefore we may write down n 
equations as under, where n is the number of goods and factors. 


2 pits _ Qi} (j = 1, 2,...2) 
[p:x;; is, of course, the bill for the x;; units of the i factor used in the produc- 
tion of product j. > ,x;; means the sum of all the bills for all factors from 
i=1 


1 ton used to produce j. This is equal to the value of output 9,4, of the jth 
good. There are n of these equations, one for each j.] 

Now we know that the quantities x, of factors used are determined by 
factor prices p; and commodity prices g; so that our n equations can be 
thought of as n equations in the 2n variables p;, g;. That is to say, given the 
qj, we may solve for all p; or, given p,, we may solve for all g;. Professor 
Samuelson’s proof that trade will equalise factor prices is essentially a proof 
that these n equations have one, and only one, solution. That is, there is 
one and only one set of ; corresponding to each set of g;, and vice versa. 
The necessity for factor-price equalisation follows at once from this; for the 
assumption of identical production functions in all countries means that the 
same set of n equations will do for all countries. And, since trade equalises 
commodity prices as between countries and there is one, and only one, set 
of corresponding factor prices, factor prices also must be equalised. 
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Normally, of course, a set of equations will have more than one solution 
unless they are of a particular form. For example, g = f* has two solutions: 
q=+porg=-—~p. Any given value of g has two corresponding values of 
pf, not one. If our n equations above are of a form which gives rise to 
multiple solutions countries may have different factor prices with the same 
commodity prices so that factor-price equalisation is not a necessary conse- 
quence of trade. Our problem in short is to find the condition which 
ensures that our equations have only one solution. 

Consider for a moment the simple example g = p*._ For most values of 
q the two corresponding values of p will be very different; e¢.g., when g = 9, 
p will be either +3 or —3. The difference between the two #’s is 6. But 
we can always choose some value of g such that the two solutions are very 
close; ¢.g., when g equals one over | million the corresponding p’s will be 
+0-001 and —0-001. The difference between solutions is reduced to 
0-002. We can in fact say that we can find some values of f and q in the 
region of which a small change in (namely from +0-001 to —0-001) 
leaves q unchanged whilst still satisfying the equation g = ’. 

This principle is of very general validity and applies to all types of 
equations likely to have any economic significance.!_ Ifa set of n equations 
in n variables p; and n arbitrarily chosen constants g; have more than one 
solution (not close together) for any one set of q; it will usually be possible 
to choose some other set of constants g; such that the solutions are close 
together. Conversely, if there exists, for any q;, solutions close together, it 
will usually be found that at least two solutions exist for any set of g; for 
which a real solution is possible. 

To put this another way, where the form of the equations we have to 
solve is such that we can find some set of factor and commodity prices such 
that a small change in factor prices leaves commodity prices unchanged, 
then our equations will in general give rise to multiple solutions for any set 
of commodity prices. If, on the other hand, we can be sure that every small 
change in factor prices must lead to some change in commodity prices, then 
there will be one, and only one, solution for each set of commodity prices. 

We now apply this principle to our equations. 


2 bis =¢e (j= 1, 2,...2) 


As we are interested only in values of p, x, g and ¢, which satisfy these 
equations, any small change in the left-hand side must be equal to the 
corresponding change in the right-hand side. Thus 


n 


p (dpxiz + pidx) = dgjb; + qjah; (j=1,...28) 


i=] 
where a d preceding any variable is read “ the small change in.” 


1 It is not, however, universally true. Readers who have doubts are invited to turn to the 
appendix to this note. 
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[It will be recognised that the principle followed in writing the change in 
pix as dp;x + pdxy is precisely the same as that invoked when we show 
the marginal revenue of a monopoly to be made up of the change in sales 
multiplied by price plus the (negative) change in price multiplied by sales.] 
But we know already that: 


2 bide == gp, (j= 1,2,...2) 


for factor prices p; are equal to the marginal-value products of the factors. 
These last equations merely state that the value of the change in the product 
is equal to the sum of the marginal-value products of the new factor quantities 
employed. 

Hence by subtraction 


2 dp,x;; = dg; (j= 1,...n) 


Now we have argued above that whether factor prices are equalised or not 
depends on whether or not we can find some p, and gq; (i.e., some x) such 
that a set of small changes dp; leave g; unchanged. That is, if we can find 
some x, such that in the above equation all dg; are zero so that 


“ 
2 dix = 0 CS 2 Coa a ae a 
then multiple solutions are possible and factor prices need not be equalised. 
If, on the other hand, no such set of x;; is possible, then only one solution 
of our equations exists and factor-price equalisation is inevitable. Mathe- 
maticians will recognise at once that a non-zero solution to equations (i) 
will exist if, and only if, 
|x| = 0 
Hence the condition for factor-price equalisation given in my paper (oc. cit.). 
For those unfamiliar with the relevant mathematical theorem equations 
(i) are set out in full for the two-factor case. Multiple solutions demand 
that for one set of values of p; and g; the x; should be such that 
¥dp, + X2dp, = 0 
and %120p, + Xoadp, = 0 
Given the x’s, what we now have is two equations in two variables dp, and 
dp,. These equations are also of a particular kind. In geometric terms 
they are straight lines with slopes “11 and a which cut only at the origin 
21 22 
where all dp’s are zero. In general, all dp’s zero, is the only simultaneous 
solution of these equations, a fact which merely tells us that if we do not 
change factor prices we will not change commodity prices either whatever 
the value of the x’s. 
Our two equations can have a solution with non-zero dp’s, however, if 
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the two straight lines are coincident. That is, if they have the same slope 


so that 
“8 ane 


Xo X22 
This is, of course, the factor-intensity condition, where the ratios of the 
inputs of factors one and two are the same for both products. This means 
that, in the region where factor intensities are equal, any small change in 
factor prices will leave commodity prices unchanged. If such a region 
exists factor-price equalisation is not inevitable. 

This geometrical interpretation can be extended to the case of three 
factors three goods. The three equations (i) now become three planes whose 
common point is the origin (zero dp’s) as before. (Three planes will, of 
course, in general cut only in a single point.) If we think of the point of 
intersection (the origin) as the corner of a room, then the slopes of the lines 
formed by the intersection of each plane with walls and floor will be numeri- 
cally equal to factor intensities. If all three planes were coincident factor 
intensities would be the same in all cases. But the important point is that 
for a non-zero solution we do not require all three planes coincident. This 
is much too strong a condition. Three planes may intersect in more than 
one point without being coincident. ‘Two planes intersect in a straight line. 
If the third plane cuts the second in the same straight line as the first, then 
all three planes have a line in common. It may in fact be possible to choose 
non-zero dp’s which satisfy the three equations (i) even if the three planes 
are not coincident, that is, even if there is no point where factor intensities 
are the same in all cases. Moreover, this may be possible even if no factor 
intensities are ever at any time the same for any two goods. 

To find the true condition which ensures a non-zero solution to equations 
(i) we imagine that our x’s are now variables and the dp’s are constants. 
Since the dp’s are the same in all three equations, then all three must be the 
same equation and the x’s must be values satisfying it. The graph of this 
single equation must again be a plane through the origin, the slopes of which 
are determined this time by the dp’s. If the x’s all satisfy this equation they 
must lie on this plane. 

We now see geometrically how the factor-price equalisation condition 
generalises. In two dimensions (measuring x’s along the axes) the point *,, 
%, Must never lie on the same straight line through the origin as the point 
X19) X99. In three dimensions the points x,;, %2}, %313 X12, %o2) X32} and %43, 
%o3, X33; Must never be on the same plane through the origin. This condition 
cannot be explained in terms of factor intensities. Written in full, it 
requires that the expression, 

¥11(%29%33 — Xo5%32) —X12 (%21%33 — %o5%31) + *13(%er%32 — X20%s1) 
should never be zero for any values of p and g. This is a condition highly 
unlikely to be met even if the factor-intensity condition is. To show this 
consider again the two-dimensional case. 
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Let us represent the production functions for two commodities in terms 
of single equi-product contours showing combinations of inputs which will 
produce one unit of each good. On a single large playing-field we set out 
two race-tracks in the shape of these iso-product curves and set a spectator 
at a point representing the origin. Two runners set off, one on each track, 
their speed of running being determined by the curvature of the tracks. If 
at any time during the race the runners and the spectator lie on a straight 
line, i.e., if the two runners appear as one to the spectator, this is equivalent 
to the case where trade does not necessarily tend to equalise factor prices. 

The three-dimensional analogue would be three aircraft flying at 
different speeds along curved tracks at different and varying heights. The 
three aircraft must never lie in the same plane as a fixed control tower on 
the ground. That is they must never appear to the observer in the control 
tower to lie in a straight line. 

It is evident that there are vastly more degrees of freedom in the three- 
dimensional case than the two. In the first place, since we now have equi- 
product surfaces rather than curves, our aircraft must be thought of as taking 
part in an infinity of races, one for each possible track across the equi-product 
surfaces. If at any time in any single race the aircraft appear to the observer 
to be in a straight line this is equivalent to the breakdown of the factor-price 
equalisation theorem. Moreover, there are more degrees of freedom in any 
single race in the three-dimensional case than in the two. ‘To demonstrate 
this think of two runners on two straight parallel tracks as two-dimensional 
and three runners on three parallel tracks as three-dimensional. The 
runners do not begin from the same start, but they run at different speeds. 
In the two-dimensional case if one runner overtakes and passes the other 
this is the analogue of the breakdown of factor-price equalisation. In three 
dimensions the breakdown occurs not as we might think if the runners come 
three abreast or if any two runners pass one another. It occurs if the three 
ever at any time lie in a straight line. This can happen whether any one 
runner passes any other or not. 

Finally, attention is drawn to the fact that as we increase the number 
of goods and factors above three we increase still further the number of 
degrees of freedom. It is not only that we cannot express the factor-price 
equalisation condition in terms of factor intensities when there are more than 
two goods. We must take note also of the fact that the condition on produc- 
tion functions becomes more and more restrictive as we increase the dimen- 
sions. To assume that it is met is merely to assume what we want to prove. 


I. F, PEARCE 
Australian National University, 
Canberra. 
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APPENDIX 


The reader who has followed Professor Samuelson’s brief account of the general 
case} treated above may be disturbed by what appears to be a difference of 
opinion. It has been contended here that 

| xy| + 0 

is a necessary and sufficient condition for factor-price equalisation, whereas 
Professor Samuelson seems to argue that it is not even sufficient. Conceding that 
this condition is both necessary and sufficient to exclude the possibility of multiple 
solutions of our equations in the region of a point, he expresses a doubt whether 
it isso in the large. He goes on to prove that one sufficient condition for uniqueness 
in the large includes the additional requirement that there should be some 
numbering of factors such that the leading principal minors of | x, | of every order 
should be non-zero also. 

The key to the apparent contradiction lies in my contention that, if a set of 
equations for one value of the parameters has more than one solution in the large, 
it will usually be possible to choose some value of the parameters such that the 
new equations have multiple solutions in the region of a point. If this were 
universally true, conditions necessary for the exclusion of multiple solutions in the 
region of a point must exclude also multiple solutions in the large, provided they 
hold for all possible values of the variables. 

In fact, Professor Samuelson’s extra conditions cover cases where solutions 
exist in the large which cannot be brought together by any change of parameters. 
For example, the equation 

tang —k=0O (k constant) 
has an infinity of distinct solutions p’, p’’, etc., such that p’ — p’’ = 2x whatever 
the value of k. But this arises solely out of the fact that the curve tan f has an 
infinite number of parts. Tan p becomes infinite for finite values of p. 

The interested reader may care to consider the properties of the following pairs 
of equations 


(P1— 2) (b2-@) -%=9 ap Se ee 
(pb, — a)* — (pe —a)? —qq=0 9, +0 
tan p, — 3f2-% = 3} (ii) 
thi—fe—G@=OJ © * 7 


Equations (i) have two solutions for every set of g. Equations (ii) have an 
infinity of solutions for every set of g. In case (i) the Jacobian (see Professor 
Samuelson, loc. cit.) does not vanish (equivalent to |x| + 0), but all principal 
minors do. In case (ii) neither the Jacobian or its minors can ever vanish what- 
ever the values of p, but one minor does become infinite. It would seem from 
case (ii) that even Professor Samuelson’s sufficient conditions are not really 
sufficient if any minor of the Jacobian can become infinite. 

The common feature of these examples is that at least one equation can be 
satisfied with one infinite, leaving the remaining prices finite. Now it would seem 
economically unsound to suppose that our functions should be such as to allow 
a finite set of commodity prices to generate some infinite factor prices. ‘Thus we 
can exclude cases where the functions have two or more parts on purely economic 
grounds. 

In short, I hold that the assumption that only infinite commodity prices can 
give rise to infinite factor prices is a suitable alternative to Professor Samuelson’s 
conditions on the minors of the Jacobian. If we make this assumption the addi- 
tional condition | x | + 0 is necessary and sufficient to ensure factor-price equali- 
sation both in the small and in the large as I have argued. Unfortunately, as we 
have seen, even this modified condition is highly restrictive and unlikely to be met. 


1 Review of Economic Studies, Vol. XXI, 1953/54, p. 9, and Appendix 3, p. 16. 
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PROTECTION, REAL WAGES AND REAL INCOMES? 


1. In a recent article in this JouRNAL? on “ Protection and Real 
Wages: A Restatement,” Mr. Lancaster has re-examined the famous Stolper— 
Samuelson theorem and concluded: 


“‘ This paper does not deny that protection will raise the real wage 
of one of the factors, but shows that no general statement about which 
of the factors this will be can be deduced from the relative ‘ scarcity’ of 
the factors in the Stolper-Samuelson sense. 

** Although the Stolper-Samuelson theorem ‘ Protection raises the 
real wage of the scarce factor’ is shown to be an incorrect generalisa- 
tion, a restatement in the form ‘ Protection raises the real wage of the 
factor in which the imported good is relatively more intensive’ has 
general validity.” 

It is proposed in Section I of this paper to review systematically the 
original Stolper-Samuelson contribution, therewith to advance a critique 
(distinct from Mr. Lancaster’s criticism, which is not accepted), of the Stol- 
per-Samuelson formulation of the theorem and then to restate the theorem: 
this restatement being considered to be the only true and general statement 
about the effect of protection (prohibitive or otherwise) on real wages of 
factors in the context of the basic Stolper-Samuelson model. The logical 
truth of the restated theorem is briefly analysed then in the context of alter- 
native models. Section II proceeds to extend the scope of the discussion 
with the argument that, with a non-prohibitive tariff, a sharp distinction 
must be drawn between the impact on the real wage of a factor and the 
effect on its real income; some implications of this distinction are then 
analysed. 

I. PROTECTION AND Reat WAGES 

2. In the following analysis, we shall take the basic Stolper-Samuelson 
model to mean that the protecting country has two factors, two commodi- 
ties enjoying different factor intensities, linear and homogeneous production 
functions subject to diminishing returns (along isoquants) and incomplete 
specialisation in production. Full employment of factors, pure competition 
and perfect mobility of factors are also assumed. 

Founded on this model, we have three alternative formulations of the 
theorem concerning the impact of protection on the real wages of factors: 


(1) Restrictive Stolper-Samuelson Theorem. “International trade 
necessarily lowers the real wage of the scarce factor expressed in terms of 


} This paper was read to the Nuffield Economics Society. My thanks are due to Professor 
Hicks and J. Black for substantial help with the exposition of the paper. I am also happy to 
record my heavy indebtedness to Professor Harry Johnson, who has been generous with suggestions 
that have led: to numerous improvements in the paper. 

* Economic Journa, June 1957, pp. 199-210. The following quotation is from p. 199. 
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any good.” 1 This formulation restricts itself to the comparison of the 
free-trade real wage with the self-sufficiency real wage of the scarce 
factor. The comparison is confined to the case of a prohibitive tariff 
and excludes non-prohibitive protection. The theorem can be re- 
written as follows: prohibitive protection necessarily raises the real 
wage of the scarce factor. 

(2) General Stolper-Samuelson Theorem. Protection raises the real 
wage of the scarce factor.2. This formulation is clearly intended to be 
more general and includes non-prohibitive tariffs as well. To em- 
phasise this, we may rewrite it thus: protection (prohibitive or other- 
wise) necessarily raises the real wage of the scarce factor. 

(3) Stolper—-Samuelson—Metzler—Lancaster Theorem. “* Protection [pro- 
hibitive or otherwise] raises the real wage of the factor in which the im- 
ported good is relatively more intensive.” ® 


In the ensuing analysis any reference to “the Stolper-Samuelson 
theorems ”’ should be taken to relate to the initial two formulations alone; 
reference to the last formulation will always be by its full title. 

3. We can begin by setting out the basic elements in the argument lead- 
ing to the twin formulations of the Stolper-Samuelson theorem: 

(1) protection increases the internal relative price of the importable 
good: 

(2) an increase in the relative price of a good increases the real wage 
of the factor used intensively in its production; 

(3) the importable good is intensive in the use of the scarce factor. 

Therefore, 

(4) protection raises the real wage of the scarce factor. 


These arguments must each be closely examined. 
4. Concerning argument (1), we must distinguish between prohibitive 
and non-prohibitive protection: 


(i) Protection will necessarily raise the relative price of the im- 


1 Stolper and Samuelson, “ Protection and Real Wages,” Readings in the Theory of International 
Trade (A.E.A., Blakiston Co., 1949), p. 346. 

* The actual formulation of the general Stolper-Samuelson theorem is from Lancaster, op. cit., 
p. 199. While the bulk of their analysis relates explicitly to the restrictive formulation, there are 
several indications that Stolper and Samuelson had in mind the general formulation as well: 
(1) a large number of quotations they cite from other authors to outline the problem refer to tariffs 
in general rather than to tariffs of a prohibitive nature alone; (2) they feel it necessary to assume 
that “‘ the country in question is relatively small and has no influence on the terms of trade. Thus 
any gain to the country through monopolistic or monopsonistic behaviour is excluded ”’ (op. cit., 
p- 344); this assumption is quite superfluous, as we shall later see, if we wish to sustain only the 
restrictive formulation of the theorem; and (3) the title chosen for the article is not “‘ International 
Trade and Real Wages” but “ Protection and Real Wages.’ Lancaster, op. cit., p. 201, also 
construes the Stolper-Samuelson theorem in its general form; thus witness his argument that 
** Protection will cause a movement in the general direction Q’Q, away from the free-trade point 
towards the self-sufficiency point ”’ (my italics). 

® Lancaster, op. cit., p. 199. This theorem has been given its stated narne on grounds which 
are made explicit later. 
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portable good when the tariff is prohibitive; the free-trade relative 
price of the importable good is lower than under self-sufficiency.* 

(ii) Non-prohibitive protection may either raise, leave unchanged 
or lower the internal relative price of the importable good. Metzler 
has demonstrated that this last “‘ perverse ” possibility will occur, in the 
context of our present model, when the elasticity of foreign demand for 
imports (nz) is less than the domestic marginal propensity to consume 
exportable goods (c).?_ It follows, then, that if imports are not inferior 
goods in the protecting country’s consumption this case requires in- 
elastic foreign demand; and we can ensure that the internal relative 
price of the importable good always rises with the imposition of a tariff 
by assuming either elastic foreign demand (sometimes done in the form 
of assuming a small country) or a big enough tariff (in the limit, a pro- 
hibitive tariff) for demand to be elastic. 


5. Argument (2) follows necessarily from the basic Stolper-Samuelson 
model. To show this simply, we should recall the technological features of , 
the model employed by Samuelson some years later in this JOURNAL * to. 
demonstrate factor-price equalisation: these features are identical with 
those of the Stolper-Samuelson model in all respects. We propose thus to 
avoid altogether the use of the box-diagram and work instead with the 
unique relationships that Samuelson derived in these later articles between 
commodity price-ratios, factor price-ratios and factor proportions in the two 
industries in a country, from the given assumptions concerning technology 
alone. These are summarised in Fig. 1, which is reproduced, with slight 
changes, from Samuelson’s 1949 article.* 

Let Ly and Ly represent the labour employed in producing clothing and 
food respectively; 7, and Ty being the quantities of land so employed. 


1 This is true except in a limiting case where the terms of trade will not change with trade. 
This case, however, can be ruled out, in the context of the model used here, by assuming that the 
community indifference curves (used here without any welfare connotation) are strictly convex. 
This limiting case will henceforward be ignored. 

® Metzler, “‘ Tariffs, the Terms of Trade and the Distribution of National Income,” Journal of 
Political Economy, February 1949, pp. 1-29. It should be emphasised that the Metzler formula for 
determining the impact of protection on the internal commodity price-ratio relates to the case 
where the initial situation is that of free-trade. Where, however, the initial situation itself has a 
tariff and the impact of increased protection is the subject of analysis, the ‘‘ perverse ”’ possibility 
mentioned in the text will occur, as argued in Section II, when a slightly altered condition is 
fulfilled. The discussion in Section I, however, is confined to initial situations of free trade, as 
with Stolper and Samuelson, Metzler and Lancaster. 

* “ International Trade and the Equalisation of Factor Prices,” Economic JOURNAL, June 1948, 
pp. 163-84; and “International Factor-Price Equalisation Once Again,’’ Economic JOURNAL, 
June 1949, pp. 181-97. 

* This diagram is to be found on p. 188 of Samuelson’s 1949 Economic JourNnaL article, op. cit. 
Full exploration of this diagram is to be found in an excellent article by Professor Johnson, ‘‘ Factor 
Endowments, International Trade and Factor Prices,’ Manchester School, September 1957, pp. 
270-83. Professor Johnson, however, works with a slightly adapted diagram, to be found in 
Harrod, “ Factor-price Relations Under Free Trade,” Economic JouRNAL, June 1958, pp. 245-55. 
On grounds of economy, the discussion of this well-known diagram has been kept brief in this 
paper. 
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W/R represents the ratio of wages to rents; L/T the factor endowment ratio 
of the country; and P,/P, the price of food over the price of clothing. 
Clothing is the labour-intensive industry, food the land-intensive industry, 
at all relevant factor price-ratios. (L¢/T, > Lyp/T, at all relevant W/R.)! 
As wages fall relatively to rents, the price of food is shown to rise relatively to 
that of clothing in a monotonic fashion. The factor endowment ratio of the 
country (Z/T) fixes the range of the diagram which is relevant. This is a 
purely technology-determined diagram, and demand conditions are totally 
absent from it. 

A w/k (FACTOR PRICE-RATIO) 











(COMMODITY PRICE-RATIO) © Ut 
PF/Pc 


Fic. 1 


T being any given commodity price-ratio (Pp/F,), change it to T, such 
that the relative price of food rises. With it, the labour-to-land ratios in 
both food and clothing will rise. The marginal physical product of land in 
both products will thus rise and of labour fall, so that the real wage of land 
will be unambiguously increased and of labour decreased. Increase in the 
relative price of food thus increases the real wage of land, the factor intensively 
employed in its production; and reduces the real wage of labour, the factor 
intensively used in producing clothing (whose relative price has fallen). 

This argument, it should be noted, rests on the assumption, part of the 
basic Stolper-Samuelson model, that the rise of the relative price of food does 
not go so far as to make the country specialise completely on food, in so far 
as the fall in the real wage of labour is concerned; for, once the country is 
specialised completely, further increases in the relative price of food will raise 
the real wage of both labour and land, which is destructive of the full validity 
of argument (2). 

Given the basic Stolper-Samuelson model, therefore, an increase (de- 


1 Although the factor-intensities of the commodities may be reversible, they cannot reverse for a 
country with a given factor endowment. At the present stage of our argument, therefore, we do 
not need’ to make the strong assumption that factor-intensities are non-reversible at all factor 
price-ratios. 
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crease) in the relative price of a good will necessarily increase (decrease) the 
real wage of the factor intensively used in its production. 

6. Argument (3) that the importable good is intensive in the use of the 
scarce factor is really the well-known Heckscher-Ohlin theorem. The 
crucial question that it raises is: does the Heckscher-Ohlin theorem follow 
from the basic Stolper-Samuelson model? To answer this question, we 
should first have to define “ factor scarcity.” We may choose from three 
alternative definitions of factor scarcity: 


A. Lancaster Definition. A country’s scarce factor is that which is 
used more intensively in the production of the importable good. This 
definition may be described as tautological, since it turns the Heckscher-— 
Ohlin theorem into a valid proposition by definition. It may also be 
described as an internal definition, since it excludes any comparison 
with the foreign country. It has been suggested by Lancaster.? 

B. Heckscher-Ohlin Definition. A country’s scarce factor is that whose 
relative price is higher than abroad under self-sufficiency. This may 
also be described as a price definition, since the country’s scarce factor is 
that factor which is more expensive prior to trade than abroad. This 
definition has been used by Heckscher and Ohlin.?* 

C. Leontief Definition. A country’s scarce factor is that of which 
there are fewer physical units per unit of the other factor than abroad. 
This may also be described as a physical definition, since it defines 
scarcity with reference to the relative physical quantities of factors.® 


Using each of these definitions in turn, let us analyse the Heckscher— 
Ohlin theorem. 


A: If the Lancaster definition of factor scarcity is used, then the 
Heckscher-Ohlin theorem holds by definition. 

B: If the Heckscher-Ohlin definition of factor scarcity is used then 
the further assumptions of international identity of production functions 
and non-reversibility of factor-intensities of commodites between the 


1 Lancaster, op. cit., p. 208, argues that ‘‘ the only acceptable definition ”’ of a scarce factor is 
that which defines it as the factor “‘ which is used more intensively in the good of which more is 
produced in isolation than in trade.’ It is of some interest to note that tariffs designed to influence 
distribution are probably set with reference to such internal criteria: to raise the real wage of 
labour, for instance, tariffs are imposed on labour-intensive industries rather than on products of 
industries using a factor which is scarcer at home than abroad; with the possible exception of the 
pauper-labour argument for such tariffs. 

* For a convincing attribution of the authorship of this definition of factor scarcity to Heckscher 
and Ohlin, see a masterly article by R. Jones, ‘‘ Factor Proportions and the Heckscher-Ohlin 
Theorem,” Review of Economic Studies, 1956-57, pp. 1-10. The definition may be also illustrated 
in terms of Fig. 1: country A is labour-abundant and country B land-abundant if, under self- 
sufficiency, (W/R)a < (W/R)z. 

* W. Leontief, “‘ Domestic Production and Foreign Trade: The American Capital Position 
Re-examined,” Proceedings of the American Philosophical Society, September 28, 1953; reprinted in 
Economia Internazionale, February 1954. Again, country A is labour-abundant and country B 
land-abundant if, under self-sufficiency, (L/T)4 > (L/T)z. 
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two countries will suffice to ensure the full validity of the Heckscher- 
Ohlin theorem.* 

C: Ifthe Leontief definition of factor scarcity is used, then the three- 
fold assumptions of non-reversibilities of factor-intensities of commodities 
between the trading countries and the international identity of both 
production functions and tastes will ensure the validity of the Heck- 
scher—Ohlin theorem.’ 


7. We can now sum up on the Stolper-Samuelson formulations as 
follows: * 


A, (1) The restrictive Stolper-Samuelson theorem is logically true if 
we use: (a) the basic Stolper-Samuelson model, and (5) the Lancaster 
definition of factor scarcity. 

(2) The general Stolper-Samuelson theorem is logically true if we use 
the further assumption that the elasticity of foreign demand is greater 
than the marginal propensity to consume exportable goods (n, > c). 

B. (1) The restrictive Stolper-Samuelson theorem is logically true if 
we use: (a) the basic Stolper-Samuelson model, (5) the Heckscher- 
Ohlin definition of factor scarcity, (c) the assumption of international 
identity of production functions, and (d) the assumption of non-reversi- 
bility of factor-intensities of commodities between the countries. 

(2) The general Stolper-Samuelson theorem is logically true if we 
use the further assumption that n, > c. 

C. (1) The restrictive Stolper-Samuelson theorem is logically true if 
we use: (a) the basic Stolper-Samuelson model, (5) the Leontief defini- 
tion of factor scarcity, (c) the assumption of international identity of pro- 
duction functions, (d) the assumption of non-reversibility of factor- 

1 This can be seen readily from Fig. 1. If (W/R)4 < (W/R)x and production functions with 
non-reversible factor-intensities are common between the countries, then we can see that 
(Pr|Pc)a > (Pr/Pc)g under self-sufficiency and the labour-abundant country A will necessarily 
export the labour-intensive commodity, clothing. We could, of course, specify what appears to 
be a less restrictive condition than that set out in the text: for instance, we could sustain the 
Heckscher-Ohlin theorem by assuming merely that, instead of identical production functions 
between countries, the differences in the production functions are not large enough to outweigh the 
effect of differences in factor scarcity on the pre-trade commodity price-ratios. We have preferred 
to use the strong condition (identity of tastes) instead of the weak one on the ground that the use 
of the latter seems to be bad methodology, amounting to the argument that the Heckscher-Ohlin 
definition of factor scarcity will suffice to sustain the Heckscher-Ohlin theorem if other factors do 
not work to invalidate it. 

* The Heckscher-Ohlin theorem would not hold as a logically true proposition in this case 
unless we also postulate now international identity of tastes (or the weak postulate that differences 
in tastes between countries do not affect the issue). This follows from the fact that while, with 
identical production functions, country A will show a bias towards the production of the labour- 
intensive commodity, clothing, by virtue of her physical abundance in labour, this bias in pro- 
duction may be more than offset by a bias in A towards the consumption of clothing: such that, in 
self-sufficiency, we find that (Pr/Pce)4 < (Pr/Pc)g and country A, although physically abundant 
in labour, would export the land-intensive commodity, food. 

8 The phrase “ logically true’ in the following statements is used in the strict mathematical 
sense: “‘ A statement that is true in every logically possible case is said to be logically true’? (Kemeny, 
Snell and Thompson, Introduction to Finite Mathematics (Prentice-Hall, 1957), p. 19. 
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intensities of commodities between countries, and (e) the assumption 
of international identity of tastes. 

(2) The general Stolper-Samuelson theorem is logically true if we 
use the further assumption that n, > c. 


A tree-diagram, based on this analysis, is presented in Table I. 
8. We are now in a position to decide whether Stolper and Samuelson 
derived their theorems logically. Aside from their basic model: 


(1) they adopt, though without complete clarity, the Heckscher— 
Ohlin definition of factor scarcity and the postulate concerning the non- 
reversibility of factor-intensities; and, quite explicitly, the assumption 
of international identity of production functions: 1 this establishes the 
restictive Stolper-Samuelson theorem as logically true (B(1)); 

(2) they further assume that “ the country in question is relatively 
small and has no influence on the terms of trade ”’; 2 this establishes the 
general Stolper-Samuelson theorem as logically true (B(2)). 


9. No critique of the Stolper-Samuelson formulations can thus be 
founded on the argument that they are not logically true, given the premises. 
What we could say, however, is that the theorem should be founded as closely 
as possible on the basic Stolper-Samuelson model alone; and 


(1) that, if we use the Heckscher-Ohlin definition of factor scarcity, 
the assumptions that we find ourselves making about the international 
identity of production functions and the non-reversibility of factor- 
intensities to sustain the twin formulations of the Stolper-Samuelson 
theorem are, on this criterion, restrictive; and 

(2) that, if we use the Leontief definition of factor scarcity (as we 
should probably want to since it is, in a sense, the most “ objective ” 
definition we could adopt in this context), we discover ourselves adopt- 
ing the threefold restrictive assumptions (C(1)) of international identity 
of production functions and tastes plus the non-reversibility of factor- 
intensities of commodities, to sustain the Stolper-Samuelson formu- 
lations.® 


10. It will be remembered, however, that these restrictive assumptions 
were made only because we wished to use argument (3) concerning the valid- 
ity of the Heckscher-Ohlin theorem. This may also be seen indirectly from 


? Stolper and Samuelson, op. cit., pp. 335-40. Some of the argument is, of course, obscure in 
view of the pioneering nature of the article: a sympathetic interpretation, therefore, is called for. 
Metzler, op. cit., p. 5, also adopts the Heckscher-Ohlin definition of factor scarcity in discussing the 
Stolper-Samuelson theorem. 

* Stolper and Samuelson, of. cit., p. 346. 

* The additional restrictive assumption that 7, > c has not been listed here ‘because we wish 
at this stage to concentrate on only those restrictive assumptions which are made to sustain argu- 
ment (3). 

* It is important to remember that these assumptions are restrictive only in so far as we wish 
co found our theorem exclusively on the basic Stolper-Samuelson model. 
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the fact that, if we use the Lancaster definition of factor scarcity, no such re- 
strictive assumptions are necessary (A(1)): for the Heckscher-Ohlin theorem 
has been rendered valid by definition! 

The suggestion follows readily from these considerations that we should 
reformulate our theorem in terms of arguments (1) and (2) alone, while 
eliminating the use of the troublesome argument (3). This can be done 
readily: protection (prohibitive or otherwise) raises the real wage of the 
factor intensively employed in the production of the importable good. This 
theorem is logically true if we use: (a) the basic Stolper-Samuelson model, 
and (6) the assumption that n, > c. 

This theorem has been described as the Stolper-Samuelson—Metzler— 
Lancaster theorem on the following grounds: 


(1) It is zmplicit in the Stolper-Samuelson argument, towards the 
end of their paper: “ It does not follow that our results stand and fall 
with the Heckscher-Ohlin theorem. Our analysis neglected the other 
country completely. If factors of production are not comparable be- 
tween countries, or if production functions differ, nevertheless, so long 
as the country has only two factors, international trade would necessarily 
affect the real wage of a factor in the same direction as its relative 
remuneration.” } 

(2) Metzler explicitly states it as “‘ the Stolper-Samuelson conclusion 
that tariffs benefit the factors of production which are required in 
relatively large amounts in the industries competing with imports.” # 

(3) Lancaster advances this formulation directly as an alternative to 
the Stolper-Samuelson formulations considered above on the ground 
that it is more general than the latter. 


11. Whereas, however, Lancaster’s observation that the Stolper-Samuel- 
son formulations are “non-universal”’ (restrictive) is well taken, the argument 
by which he supports it is erroneous and different from that set out in this 
paper. Lancaster proceeds by establishing, with the aid of a highly ingenious 
model, the proposition that, in the context of the basic Stolper-Samuelson 
model combined with the assumption of a small country facing fixed terms of 
trade, differences in demand conditions (“‘ which good is the wage-good ”’) 
will affect the composition of a country’s foreign trade. On this proposition 
he founds the following critique: 


_ “The non-universality of the [Stolper-Samuelson] theorem is due to 
incorrect formulation: if the scarce factor is defined as that which is 
used more intensively in the good of which more is produced in isolation 


1 Stolper and Samuelson, of. cit., pp. 355-6. Homogeneity of factors between countries has 
not been listed separately as an assumption in this paper because it is believed that this is implicit 
in both the Heckscher-Ohlin and the Leontief definitions of factor scarcity. 

* Metzler, op. cit,, p. 13. Metzler, of course, does not state it as a rival formulation, but it is 
ee clear that he is aware that this formulation is implicit in the general Stolper-Samueison 

eorem. 
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than in trade (the only acceptable definition), then the previous analysis 
has shown that different wage-goods may make for different factor 
scarcities. In this sense, the Stolper-Samuelson formulation is mean- 
ingless, since the phrases ‘ real wages . . . in terms of any good’ and 
* scarce factor’ represent incompatible concepts.” 1 


The following comments on Lancaster’s critique seem warranted here, in 
view of our preceding analysis. 

To begin with, it is difficult to understand what Lancaster means by the 
statement that “‘ the previous analysis has shown that different wage-goods 
may make for different factor scarcities. In this sense, the Stolper- 
Samuelson formulation is meaningless, since the phrases ‘ real wages... 
in terms of any good’ and ‘scarce factor’ represent incompatible con- 
cepts.” Which good will be imported into a country will depend in our model 
on the pre-trade commodity price-ratios in the trading countries; these 
price-ratios are determined by domestic supply and demand; and domestic 
demand is affected by “ which good is the wage-good.” If the scarce factor 
is defined tautologously as that which is used intensively in the importable 
good it follows then, from elementary considerations, that ‘‘ different wage- 
goods may make for different factor scarcities.”” But surely, how can this 
render the Stolper-Samuelson formulations meaningless or make ‘ real wages 
. . . in terms of any good ’ and ‘ scarce factor ’ incompatible concepts? And, 
more pertinently, why should this make the Stolper-Samuelson formulation 
** non-universal ”’ ? 

Indeed, if the tautologous definition of factor scarcity is adopted, as Lan- 
caster suggests, then the general Stolper-Samuelson theorem and the Stolper- 
Samuelson—Metzler—Lancaster theorem are identical: the phrases “ scarce 
factor ” and “ factor intensively employed in the importable good ” can be 
used interchangeably. Lancaster cannot, therefore, claim one formulation 
to be “ non-universal”’ and the other to be “ universally true”’: on his own 
definition of factor scarcity, the two formulations come to the same thing! 

To be sure, Lancaster’s critique would be valid (though, as we have 
shown, incomplete) only if the physical, Leontief definition of factor scarcity 
were proven to have been adopted by Stolper and Samuelson, and were 
adopted by Lancaster as well; as formulated, however, the criticism is 
merely erroneous.? In failing to investigate precisely what Stolper and 
Samuelson assumed by way of their definition of factor scarcity, Lancaster 
has further by-passed the only legitimate critique that can be sustained 
against the actual formulation of the theorem by Stolper and Samuelson: 
namely, that advanced in this paper. 

1 Lancaster, op. cit., p. 208. 

2 Lancaster has pointed out to me, in private communication, that he really had in mind the 
physical definition of factor scarcity, despite the printed commitment to the tautologous definition: 
the tenor of the argument on p. 209, op. cit., seems to suggest this, although it follows upon the 


formulation of the tautologous definition. None of the criticism advanced here should obscure 
that fact that Lancaster has handled his model with admirable expertise. 
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12. Our task is yet incomplete. Even the Stolper-Samuelson—Metzler— 
Lancaster formulation does not found the theorem completely and solely on 
the basic model. We must still make the restrictive assumption that n, > ¢. 
We should, however, clearly want to go the whole way and remove all re- 
strictive assumptions and restate the theorem to include the entire matrix of 
possibilities: such that the theorem is logically true, given only the basic 
Stolper-Samuelson model. This formulation is: } 


Protection (prohibitive or otherwise) will raise, reduce or leave unchanged the 
real wage of the factor intensively employed in the production of a good according as 
protection raises, lowers or leaves unchanged the internal relative price of that good. 


This is really the fundamental theorem that Stolper and Samuelson con- 
tributed to our knowedge of the properties of the basic model they were 
using. Given the basic model, our formulation is logically true for all 
possible cases. 

13. It should perhaps be emphasised that the preceding analysis has been 
centred entirely on the problem of analysing the impact of protection on real 
wages of factors in the context of the basic model employed by Stolper and 
Samuelson. It should be possible, of course, to analyse the problem afresh 
in terms of models employing alternative assumptions. This, however, 
would be mostly destructive of the full validity of our theorem. 

If we allow for complete specialisation with trade, for instance, we can 
claim only that protection will raise, lower or leave unchanged the real wage 
of the factor in which the exportable good is postulated to be intensive accord- 
ing as protection raises, lowers or leaves unchanged the internal relative 
price of the exportable good. But we cannot extend the theorem to the 
factor postulated to be used intensively in the production, if any, of the im- 
portable good because any increase in the internal relative price of the ex- 
portable good after complete specialisation must raise the real wage of both 
factors. 

However, if we allow the optimum factor-proportions within industries, 
at given factor price-ratios, to change with scale, our theorem will continue 
to be logically true and the real wage of the factor intensively employed in a 
good will rise, fall or be unchanged according as the internal relative price 
of that good rises, falls or is unchanged with the imposition of protection.” 


1 This formulation stems directly from argument (2), which is founded exclusively, as the 
reader will remember, on the basic Stolper-Samuelson model. 

* An apparent exception to this proposition may be investigated. Where the optimum factor- 
ratio changes with scale, at given factor price-ratios, it may happen, for instance, that if the produc- 
tion of labour-intensive importables expands, a higher proportion of labour is released than is 
needed in import-substitution, even though importables are on average more labour-intensive. In 
this case, increase in the production of importables will lead to a rise in the labour-to-land ratios, 
and hence reduce the real wage of labour. This case, however, does not constitute an exception 
to our theorem, because such technology involves a concave production frontier, so that increase 
in the production of importables occurs when the price of importables falls (and not rises). Hence 
— truth of our proposition, even when we allow for changing optimum factor-ratios with 

e. 
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On the other hand, if we allow for changing returns to scale in either or 
both of the two activities, clearly it becomes impossible to maintain that our 
theorem will be logically true. 


II. PROTECTION AND REAL INCOMES 


14, Our analysis has so far been concerned with the original Stolper- 
Samuelson problem of discovering the impact of protection on the real wage 
earned by factors in employment. It seems useful, however, to emphasise 
that if we are interested in finding out the net change in the real income of the 
factors it is only in the case of a prohibitive tariff that a complete identity 
obtains between change in real wage and change in the real income of a 
factor. Where the tariff is non-prohibitive, the complication arises from the 
revenue earned by the Government. If this revenue is assumed to be re- 
distributed to the owners of factors according to some formula, factors will 
derive incomes both from the real wage in employment and from the redis- 
tributed proceeds of the tariff-revenue. 

Hence arises the interesting possibility that the factor whose real wage 
has been damaged by protection may still find its real income improved if 
the formula for the redistribution of the tariff-revenue is heavily biased in its 
favour. Since this possibility constitutes a qualification to the generally 
accepted implication of the Stolper-Samuelson analysis, it should be of some 
interest to delimit the conditions under which it may occur. 

To begin with, this possibility of over-compensating the damaged factor 
Srom the tariff-revenue clearly cannot arise unless the real income of the country 
as a whole is improved by protection. We know from the preceding analysis 
that where the real wage of one factor is reduced, that of the other neces- 
sarily rises; hence, if protection did not bring some gain to the country as a 
whole, it should be impossible to overcompensate the factor with the dam- 
aged real wage (from tariff-revenues). To rephrase the proposition, then, 
accrual of gain to the protecting country from the imposition of protection is 
a necessary, though not sufficient, condition for the possibility of over- 
compensating the factor with the damaged real wage. 

In the following brief analysis we seek to relate this proposition to 
Metzler’s formula for determining the impact of protection on the internal 
commodity price-ratio: partly to establish link with Metzler’s pioneering 
analysis in this field and largely because it enables us to define, and distin- 
guish between, situations in which the factor with the damaged real wage 
will be export-intensive (intensively used in exportables) and those where it 
will be import-intensive. The discussion is then briefly extended to the 


1 That is to say, whereas the country must have gained from protection before the damaged 
factor can be overcompensated from the tariff-revenues (necessary condition), this gain must be 
large enough to permit overcompensation (sufficient condition). 
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case where the initial situation is that of a tariff instead of free-trade and the 
effect of an increase in protection is the subject of inquiry. 

15. In Fig. 2 let O, be the foreign reciprocal demand curve facing 
country A. F is the free-trade point, OF yielding the corresponding terms 
of trade. J,’ is the trade-indifference curve of A passing through F at a tan- 
gent to OF and intersecting O, at U. Its postulated curvature derives from 
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Fic. 2 


the assumption of strict convexity of the production frontier and com- 
munity indifference curves. 


(1) Assume that the tariff-added offer curve of country A intersects 
O, at U. The internal relative price of the importable good is then 
given by the slope of the trade-indifference curve J,’ at U, which is 
clearly, by virtue of the postulated curvature of J,', greater than at F. 
We can deduce, therefore, that protection can leave the real income of 
the country unchanged only if the internal relative price of the import- 
able good rises from the free-trade level with the imposition of pro- 
tection (in turn, only if 7, > c). 

(2) Similarly, by considering points on O, to the left of U such as 
R, we can argue that protection can reduce the real income of the 
country only if the internal relative price of the importable good rises 
with protection (in turn, only if, > ¢). 

(3) However, protection can increase the real income of the coun- 
try whether the internal relative price of the importable good rises, is 
unchanged (W) or falls with the imposition of protection (in turn, 


whether 7, = ¢). 
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Thus, where 7, < c, the real income of the country will necessarily im- 
prove with the imposition of a tariff; whereas ify, > c, the real income may 
rise, fall or be unchanged. 

16. Where the comparison is confined to the real income and real wage 
of the factors in an initial free-trade position and after the imposition of a 
tariff, we can then conclude as follows: 


(1) the export-intensive factor will necessarily become better off 
and it may be possible to overcompensate the import-intensive factor 
if 9, < ¢;* 

(2) neither factor will become worse off and at least one better off 
if 7, =¢;* and 

(3) the import-intensive factor will necessarily become better off 
and it may be possible to overcompensate the export-intensive factor if 
two conditions obtain: (i) 7, > ¢, and (ii) the tariff is small enough to 
yield some gain to the country. 


If we assume that importables are not inferior goods in the protecting 
country, it is clear, then, that inelastic foreign demand (n, < 1) is a neces- 
sary, though not a sufficient, condition for the emergence of the possibility of 
overcompensating the import-intensive factor. Where, however, foreign 
demand is elastic and importables are not inferior goods, the export-inten- 
sive factor will necessarily find its real wage reduced by protection; and, for 
the possibility of overcompensating it to arise, it will be necessary, though 
not sufficient, that the tariff be small enough to make the country better off 
than under free-trade. 

17. If, however, we wish to compare the real incomes and wages of 
factors in an initial situation of a tariff and after increase in the tariff, the 
analysis must be somewhat modified. 

To begin with, the Metzler formula must be altered so as to read: the 
internal relative price of the importable good will rise, be unchanged or fall 
Ne = . 7 vt where ¢ is the initial tariff-rate and 
c’ = (1 —c) is the domestic marginal propensity to consume importables.* 








according as 


1 When 7z < ¢ we know now that: (1) the internal relative price of the importable good 
falls, thus increasing the real wage of the export-intensive factor and reducing that of the import- 
intensive factor; and (2) the country must have become better off. Hence the proposition in the 
text. 

2 Where yz = c, we know that: (1) the internal relative price of the importable good is 
unchanged, thus leaving unchanged the real wages of both factors; and (2) the real income of the 
country must increase. Hence the proposition in the text. 

’ This formula is derived from the following analysis, furnished by Professor Johnson and 
replacing my earlier, unsatisfactory attempt. 

Symbols: Let p be the external terms of trade, measured as the price of the importable good over 
the price of the exportable good, ¢ the initial tariff rate and 7 = p(1 + #) the internal terms of trade. 
c’ is the marginal propensity to consume importables, at the initial terms of trade. C is the initial 
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It will be seen that where the initial situation is that of free-trade, ¢ will be 
zero and the formula will reduce to the well-known Metzler formula. 

Secondly, the impact on the real income of the country will not bear the 
same relationship to the shifts in the internal commodity price-ratio as in the 
previous analysis with the free-trade initial situation. It can be demon- 
strated, by a geometrical argument analogous to that used earlier, that 
although the internal relative price of the importable good must still rise for 
the country to be as well off as prior to the increased tariff, both reduction 
and increase in the real income of the country are now consistent with any 
shift in this price. 

Thirdly, arguing from the optimum tariff theory, we can claim that the 
real income of the country will improve with increased protection if two con- 
ditions obtain: (i) the pre-increase tariff rate is less than the optimum tariff 
aa and (ii) either the post-increase tariff rate is also less 
than the pe tariff rate or, if it exceeds the optimum tariff rate, it is 
small enough to leave some gain in real income to the country from the 
increase in tariff. 


rate ¢ <* 





domestic consumption of importables, Y their production and M = C — YF the initial quantity of 
imports. f= (nz — 1) = £ . (Sm = M) is the elasticity of foreign supply of importables; 
and R = tpM is the tariff revenue. 

Analysis: The simplest approach to the problem is to assume the internal terms of trade to be 
constant ard to investigate the excess demand for importables when ¢ changes. If the excess 
demand is positive, the internal terms of trade will rise to restore equilibrium; if negative, they 
will fall: assuming, of course, that we have “‘ well-behaved ”’ substitution elasticities in production 
and consumption. 


ee _t_ dp _ p 2 
Now, R = pM = ; . ,;7+M. With = constant, we have 7 = — ey The shift in the 
demand for imports due to the change in the tariff is then given by: 
dC, dR | t & 
Gna = NET aM+ ath a 
The shift in the supply of imports is given by: 
dM dp _M dp _M_ - 
ah * di lt Ta fe = me +8)° m 
The excess demand for importables is then given by: 
(5 _ ) 
dt dt 


— apy M+ apy to Nie 


-a+ ay eh + (1 — e’pt) rn} 


Substituting 7, = yn, — 1, assuming to be unity initially by choice of units and simplifying, 
we arrive at the formula that the excess demand for importables will be positive, zero or negative 
according as: 

>1—c(1 +?) 
wie T-a4 2 


It will be seen that this formula reduces to the Metzler formula when t is zero. 
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These considerations lead to the following conclusions: ? 


(1) The export-intensive factor will necessarily become better off 
and it may be possible to overcompensate the import-intensive factor 
from increased tariff-revenues when three conditions obtain: 


(i) n,< tt TO: (ii) t< —) and (iii) either the post- 





increase tariff rate is also less than the optimum tariff rate or, if it 
exceeds the optimum tariff, it is still small enough to leave some gain in 
real income to the country from the increase in the tariff. 

(2) The import-intensive factor will necessarily become better off 
and it may be possible to overcompensate the export-intensive factor 
from increased tariff-revenues when three conditions obtain: 

! , 
@) ne > SEP: ii) 1 3 
tariff rate is also less than the optimum tariff or, if it exceeds the optimum 
tariff, it is still small enough to leave some gain in real income to the 
country from the increase in protection. 

1—<c'(1 +?) , 

(3) \Where, however, 7, = ——) the real wage of neither 
factor changes with the increase in protection. It follows, therefore, 
that the real income of both factors will increase, decrease or remain 
unchanged according as the increase in tariff raises, lowers or leaves 
unchanged the real income of the country: assuming, of course, that 
the tariff-revenues are divided among the factors in a given proportion. 





and (iii) ezther the post-increase 


18. In conclusion, it should be re-emphasised that the brief discussion 
presented here has been concerned only with the limited task of exploring 
some of the implications of the proposition that accrual of gain to the pro- 
tecting country from the imposition of protection is a necessary, though not 
sufficient, condition for the emergence of the possibility of overcompensating, 
from tariff-revenues, the factor with the damaged real wage. It is planned 
to present a rigorous analysis of the sufficient conditions for the emergence of 
this possibility in a subsequent article.” 

JacpisH BHAGWATI 
Nuffield College, 
Oxford. 


1 The first two propositions that follow assume that the factor stated to become necessarily 
better off continues to receive at least the same revenue as in the initial situation; this assumption 
being made explicit by the use of the phrase “‘ from increased tariff-revenues.”” This assumption is 
needed because otherwise improvement merely in the real wage of a factor due to increased pro- 
tection could be offset by an accompanying unfavourable distribution of tariff-revenues to the 
factor after the increase in the tariff. 

? This calls for a rigorous analysis of distribution and demand, so that factor earnings and income 
subsidies from tariff-revenues could be related to real incomes of factors. Such analysis would 
preclude us from taking as given, as we have done here, the set of community indifference curves: 
this practice has been adopted in the present paper for strictly pedagogic reasons. 
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DUESENBERRY ON GROWTH AND FLUCTUATIONS 


I 


In the theoretical models of long-run growth in mature capitalist 
economies which have proliferated in recent years, two different streams of 
thought may be distinguished, going back to two different sources. The 
first of these sources is the theory of distribution. Models such as those of 
Mrs. Robinson and Mr. Kaldor ! hark back to the classical economists and 
to Marx in relating the analysis of growth closely to the analysis of the forces 
determining the distribution of income between labour and capital. The 
relation between distribution and growth in these models arises partly from 
the mutual interdependence of the rate of profit and the pace of capital 
accumulation and partly from the effect of the distribution of income on the 
proportion of income saved. The other source is the theory of the trade 
cycle. It is in trade-cycle theory that the growth models of Dr. Goodwin 
and Professor Smithies,? for example, have their origins. The relation 
between trade-cycle theory and growth theory is that trade-cycle theory is 
concerned with what determines the level of demand in the short period, and 
this provides a possible approach to the explanation of what determines the 
long-run movement of income on the demand side. 

The difference between these two approaches is partly a matter of 
substance and partly a matter of emphasis and selection—of what one 
chooses to explain by the model and what one treats as extraneous to it. 
Thus growth models originating in trade-cycle theory tend to treat as 
exogenously determined the “ normal” (in the Marshallian sense) rate of 
profit on capital, whereas in distribution-oriented models the possibility of 
systematic long-run changes in the profit rate are a central theme. On the 
other hand, distribution-oriented theories commonly fail to give any very 
explicit account of the way in which fluctuations occur around the growth 
path, whereas models developed from analysis of the cycle are naturally 
more exact on this point. 

The model of economic growth put forward by Professor Duesenberry 
in his important and distinguished new book * belongs to the second of the 


? Joan Robinson, The Accumulation of Capital (1956); N. Kaldor, “‘ Alternative Theories of 
Distribution,” Review of Economic Studies, 1955-56, pp. 83-100, and ‘* A Model of Economic Growth,” 
Economic Journat, 1957, pp. 591-624. 

* R. M. Goodwin, ‘‘ The Problem of Trend and Cycle,” Yorkshire Bulletin of Economic and Social 
Research, 1953, pp. 89-97, and ‘* A Model of Cyclical Growth,” in The Business Cycle in the Post-War 
World, edited by E. Lundberg (1955), pp. 203-21; A. Smithies, “‘ Economic Fluctuations and 
Growth,” Econometrica, 1957, pp. 1-52. 

pe Duesenberry, Business Cycles and Economic Growth (New York: McGraw-Hill, 1958. 
Pp. xi + 341. 50s. 6d.). 
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two types referred to. It springs from trade-cycle theory in that the con- 
cepts and relationships it uses are primarily those that have figured in 
trade-cycle theory rather than in the theory of distribution. But unlike 
most growth models that spring from this source, Duesenberry’s model does 
not in its basic form yield a system of growth and fluctuations. Instead it 
yields a system of steady growth. Fluctuations are held to be duc to causes 
extraneous to the main process of growth and are separately explained. 
This is the first distinctive feature of the model. The second is its treatment 
of the relative importance of demand and supply. A central topic in any 
growth model is the relation between the rate of growth of demand and the 
rate of growth permitted by population increase and technical progress— 
Harrod’s natural rate of growth. By what mechanism, if any, are these 
two brought into alignment? Duesenberry takes his stand firmly on the 
side of demand as the prime determinant of the rate of growth. In normal 
circumstances factor limitations are held not to impose any significant con- 
straint. Either there are plenty of resources or else the natural rate of 
growth adjusts itself to the requirements of demand. 

In what follows we shall be concerned with discussion and criticism of 
the main outline of Duesenberry’s model of growth (Sections II-IV, VI) and 
of fluctuations (Section V). In the course of building up this model 
Duesenberry provides much closely packed, original and at times contro- 
versial analysis of such topics as oligopoly, the effect of uncertainty on invest- 
ment decisions, the supply of finance, investment in residential construction 
and the labour market. This analysis is conducted mainly in a priori terms, 
but with frequent supporting reference to empirical data on the American 
economy. Interesting as this material is and noteworthy as a contribution 
to the study of the topics concerned, large parts of it are not essential to the 
main purposes of the model, and will therefore not here be discussed. 

The prime aim of the model is to explain the historical experience of the 
United States since the Civil War. The analysis is therefore conducted 
almost exclusively in terms of a closed economy. Moreover, the economic 
activities of government are not brought into the main model, though some 
indication is given of the way in which they will impinge in theory and have 
impinged in practice during the past twenty years. 


II 


We will begin by summarising the model. 

The level of investment in any firm, and hence in the economy, is deter- 
mined by the intersection of a marginal efficiency of investment schedule 
and a supply of funds schedule. The marginal efficiency of investment 
schedule is based ultimately on the idea underlying the acceleration prin- 
ciple, viz., that the marginal efficiency of investment is an increasing function 
of income (Y) and a diminishing function of the stock of capital (K). How- 
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ever, this is interpreted with a good deal of qualification to take account of 
uncertainty, indivisibilities, oligopoly, special factors affecting housing and 
soon. Moreover, it is held that even in the fairly short period there is a 
good deal of scope for varying the capital intensity of production, and this 
causes the marginal efficiency of investment schedule corresponding to a 
given level of income and capital stock to be fairly elastic. 

The supply of funds schedule facing a firm is strongly affected by the 
imperfection of the capital market and by the principle of increasing risk. 
As a result, it is relatively inelastic, at least over certain ranges, and this 
serves to lessen the effect on investment of a shift in the marginal efficiency 
of investment schedule. Of the various sources of funds, internal finance 
has the lowest opportunity cost, up to the point where shareholders become 
restive; borrowing is the next cheapest, up to the point where the principle 
of increasing risk becomes important—where this point is depending on the 
size of the firm’s initial debt in relation to its own capital, and also on the 
riskiness of the particular industry concerned; finally, there is the issue of 
equities, the cost of which, as measured by earnings yields, is the highest of 
the three. Duesenberry does not give any extended treatment to the 
possibility of systematic shifts over time in the forces affecting the supply of 
funds schedule, such as changes in firms’ views as to the acceptable rate of 
return on their own funds, or as to the acceptable ratio of retained to total 
profits. In this sense the theory remains within a short-period framework 
and treats as given many of the considerations relevant to a long-period 
theory of distribution. 

However, since the supply of funds is affected by the level of profits, 
some theory of distribution is needed, and this is duly provided. It is 
essentially a short-period theory, based on the doctrine that profits’ share in 
income will rise if there is an increase in the degree of utilisation of capital 
(Y/K), (a) because the relative share of overhead factors, such as salaries, 
pensions and debt interest, if any, will fall, (6) because mark-ups over direct 
cost will tend to increase.! (The actual size of profits’ share in income 
corresponding to any given degree of utilisation will be affected by the extent 
of competition as well as by the structure of cost.2) The degree of utilisation 
itself is determined by the working of the system as a whole. 

The investment function that is yielded by bringing together all these 
considerations is in the first instance quite complicated. On the marginal 
efficiency side, investment is a function of Y and K (houses and other capital 
being entered separately), and on the supply of funds side it is a function of 
a number of variables, including profits, debt, depreciation allowances and 
retained earnings. However, most of the financial variables turn out to be 
themselves functions of profits, past or present, and profits are a function of 
Y and K (since profits’ share in income depends on the degree of utilisation). 

1 Duesenberry, pp. 102, 261. 


2 Ibid., p. 216. 


No. 276.—voL. Lxrx. 3¢ 
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So by a certain amount of simplication and by assuming linear relationships 
we arrive at the following familiar-looking equation 


beat @ea sc cw ws ts 


Subscripts denote time-periods (K,_, = K at end of period — 1). «and § 
are coefficients of a catch-all character whose numerical value will be 
determined by the parameters in the marginal efficiency and supply of funds 
schedules. « will be positive and B negative. 

This equation looks like no more than the generalised acceleration 
principle, and so indeed it is formally. But its interpretation is rather 
different. In the pure acceleration principle « in the above equation would 
represent the capital—output ratio aimed at by entrepreneurs and 8 would 
be minus unity: the postulate being that investment adds such an amount to 
the initial capital stock as will bring the capital—output ratio to the desired 
level (on the assumption of no change in income). In more generalised 
versions of the acceleration principle! account is taken of expectations, 
indivisibilities, time-lags and other such complications, so that although /, is 
still a function of Y%_, and of K;_,, the parameters « and 8 are affected bya 
wider range of influences, and are not necessarily equal to the aimed-at 
capital-output ratio and —1 respectively. In Duesenberry’s model the 
relationship is affected not only by these complications but also by the supply 
of funds. Thus because funds are in inelastic supply to the firm, the 


coefficient «, which measures the amount by which investment will change | 


in consequence of a given change in income in the previous period (given 
the initial capital stock), will be much smaller than it would be in a pure 
acceleration principle model: a large rise in income may greatly raise the 
marginal efficiency of investment, but the amount by which investment can 


actually rise will be severely restricted by the supply of funds. (One result | 


of this is that an initial deficiency of capital may take quite a long time to 
make up, and any minor shock-induced recession will therefore be cushioned 
by the backlog of investment opportunities.) This is partially offset by the 
effect of an increase in income in raising profits, and hence the availability 
of internal finance—this effect is held to contribute substantially to the 
value of «—but none the less « is expected to be well below unity. 

The above investment function is combined with a fairly straight- 
forward consumption function. Personal consumption out of disposable 
income is held to be a function of lagged income and lagged consumption, 
the latter to reflect the inertia of consumption habits, but in the first approxi- 
mation this is simplified by omitting the lagged consumption term. Con- 
sumption is also affected by the distribution of income, since the corporate 
propensity to retain earnings is higher than the personal propensity to save 
and is affected by different considerations. Since the distribution of income 


1 Cf. for example H. B. Chenery, ‘‘ Overcapacity and the Acceleration Principle,’’ Econometrics, 
1952, pp. 1-28. 
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depends upon the degree of capital utilisation, the level of consumption can 
be given by an equation similar in form to the investment equation above, 
namely 


— a 


The parameters a and 6 here are catch-all coefficients measuring the net 
effect of 7, and K,_, on C, through the several channels mentioned. The 
parameter a may be thought of as the marginal propensity to consume out 
of the previous period’s income that applies if K is constant. Both a and 6 
are positive. (The higher K,_,, given Y,_,, the smaller the share of profits 
in income, and hence the smaller the proportion of income saved.) 

Further to these two equations we have the identities 


ne 
and B.will-O8..4+8. ...:.. @ 


(k = the proportion of capital stock disappearing through capital con- 
sumption in each period.) 
Substitution between these four equations leads to the following 


Y,=[(a+a) +(B+1—4))%-1+[a(8 +5) —(a+a)(B +1 —k)]N., 
» Poe oD ae 


This equation describes the path of income through time. It stands at 
the centre of the whole model. It involves certain important simplifications 
in that it neglects various lags, does not distinguish residential construction 
from other investment and is cast in aggregative rather than sectoral form, 
and these simplifications can be removed one at a time at the appropriate 
stage of the argument. However, the general working of the model can be 
sufficiently seen from the equation. 

A second-order difference equation of this general form is what is used 
in the models of Hicks and others to yield not growth but a cycle. But, as 
is well known, this form of equation may yield several totally different 
patterns of behaviour according to the values of the parameters. One range 
of values will lead to damped or anti-damped cycles around a constant 
average value (cycles around a rising trend are not a possibility) ; another to 
convergence to stationary equilibrium; and another to explosive growth 
at what ultimately becomes an exponential rate. In the latter case the 
growth rate is stable in response to shocks in the upward direction; in 
response to downward shocks it is stable so long as the shocks do not exceed a 
certain crucial magnitude, but if they do exceed this magnitude the explosive 
growth will turn into explosive contraction. _ 

The essence of Duesenberry’s theory is that the parameters have in fact 
been within the range that leads to exponential growth and that the process 
so described has lain at the heart of the economic expansion actually ex- 
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perienced in the United States.1 The exact values of the parameters have 
been what determined the rate of growth attained. 

The possibility of deriving a model of steady growth from a second- 
order difference equation had not entirely escaped previous writers.2 These 
writers encountered the following snag, however. In models based on the 
acceleration principle, if the parameters are such as to yield growth rather 
than cycles or convergence, the rate of growth per period tends to come out 
quite unrealistically high in relation to any reasonable definition of a 
** period” in terms of calendar time. In some models it is actually im- 
possible to get moderate growth,’ with others it can result only from very 
unlikely values of the acceleration coefficient or the propensity to save. 
Duesenberry’s model avoids this difficulty because its assumptions are more 
complicated. Investment is determined not only by the forces described 
by the acceleration principle but also by the supply of funds. As a result 
a and 8 will be much lower than in an unqualified acceleration-principle 
model. Moreover, the term 4 in his model—which is absent from simpler 
models—helps to avoid cyclical solutions and so enlarges the range of 
possible rates of exponential growth. Hence it is possible with reasonable 
values of the parameters to get a solution which shows a rate of growth 
that is not grossly excessive in relation to historical experience and to what 
is physically possible. 


III 


It will be observed that equation (5) does not contain any term reflecting 
population growth or technical progress. The question arises, therefore, 
what forces, if any, bring the rate of growth that emerges from the model 
into line with the natural rate of growth. In particular, what happens if 
the rate of growth yielded by the model exceeds the natural rate of growth, 
so that growth is obstructed by shortage of resources? Duesenberry makes 


several points in answer to this. 
(1) He does not think it likely that the parameters will be such as to 


1 Whether the process of growth in other capitalist countries has been of basically the same 
nature as in the United States is an issue not explicitly discussed. The contention would presum- 
ably be that it has in very broad terms, but with rather substantial qualifications due to the larger 
role of international trade. 

* Cf. S. S. Alexander ‘‘ The Accelerator as a Generator of Steady Growth,” Quarterly Journal of 
Economics, 1949, pp. 174-97. 

3 Consider, for example, the very simple model where 

fy = o(Yi-, — Yr) 


and r,=!1 


so that Y, = - (Ve, — N%-2). 


s 
v 
s 


Here if v/s is less than 4 in numerical value the system yields fluctuations without growth; if, on the 
other hand, v/s exceeds 4, it yields growth at not less than 100% per period. 
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yield a very high rate of growth. This point will be reverted to in Section IV 
below. 

(2) Population growth and technical progress will indirectly affect the 
rate of growth of the system in so far as they affect the size of the parameters. 
This they are likely to do in a number of ways, in particular: (a) technical 
progress in the form of new industries will tend because of indivisibilities to 
increase the extent to which capacity is built ahead of demand and so will 
raise investment—this is held to have contributed significantly to the growth 
of the United States economy; (5) population growth by lowering the rate 
of growth of real income per head for any given rate of growth of total 
income will raise the consumption-income ratio and will also raise the pro- 
portion of consumption expenditure devoted to the capital-intensive item 
housing. These and certain other similar influences tend in the direction of 
accommodating the rate of growth yielded by the model to the natural rate 
of growth. But the relation is indirect and there is no necessary tendency 
for a given change in the natural rate of growth to lead to an equal change 
in the actual rate of growth. It might be much more or much less. 

(3) The natural rate of growth is itself flexible to some degree. If the 
economy is pressing against the limit of resources, the supply of resources will 
tend to respond in one or other of the following ways: (a) immigration will 
be encouraged; (4) labour force participation will be increased (this has a 
long-period aspect as well as a short-period one, ¢.g., labour shortage may 
contribute to a gradual change in institutions and attitudes affecting the 
employment of women); (c) labour will be encouraged to move from 
low-productivity sectors, especially agriculture, to high-productivity sectors, 
since frictions in the labour market inhibit this movement unless there is 
excess demand for labour in the high-productivity sectors; (d) employers 
may be stimulated to improve efficiency, especially in low-productivity 
sectors. Some of these represent a permanent increase in the natural rate 
of growth; others a once-for-all increase in the supply of resources. But 
even if the increase is once-for-all it may take many years to exhaust if 
it is a large one and if the excess of the actual rate of growth over the natural 
rate of growth in the initial situation was not large. 

What is being contended under (3) is thus that the natural rate of growth 
is not a single path as in Diagram 1 but rather a band asin Diagram 2. An 
actual rate of growth falling anywhere within the band can be accommodated 
without a manifest increase or decrease in unemployment. Under (2) it is 
contended that if the band is steeply inclined upwards this will have some 
tendency to cause the actual rate of growth also to be high. Under (1) the 
contention is that the parameters are not likely to yield a rate of growth 
greatly in excess of the upper limit of the band. 

Finally, however, it is admitted that notwithstanding these considera- 
tions it could happen, at least in principle, that the system tended to yield a 
rate of growth higher than the maximum physically possible. In this event 
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Duesenberry maintains that the system would bounce off the ceiling in a 
series of mild cycles, as shown in Diagram 3. It will be noted that apart 
from the mildness of the cycles, on which see below, pp. 761-3, this result 
is substantially identical to that of the Goodwin model. Duesenberry does 
not, however, regard this as a really likely or important contingency. If 
admitted as the typical case it would, of course, imply a very radical change } 
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in the interpretation of the system’s working, since the average rate of growth 
actually achieved would depend not on the parameters in the income- 
generation equation, as in the normal case of Duesenberry’s model, but on 
the maximum value of the natural rate of growth. | 


IV 

We come now to the main and most obvious criticism of this model of 
growth. 

As we have seen, because the model is not based merely on the accelera- 
tion principle, it is not open to the objection that plausible values of the | 
parameters are incapable of yielding moderate growth. (Indeed, because 
of the multiplicity of forces affecting the parameters it is not easy to say 
anything very definite about what are plausible values of the parameters.) 
But granted that there is no inherent reason why the parameters should not | 
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yield moderate growth, it does not follow that they actually will. For the 
model to provide an acceptable account of reality, the parameters must fall 
within a certain range, so as to avoid, on the one hand, non-growth solutions 
and, on the other hand, growth at an excessive rate. This is prima facie 
rather restrictive and lays the model open to the objection that the para- 
meters are unlikely to have stayed around the same level for the space of a 
hundred years or so. This is similar to the objection brought against linear 
cycle models that unless recourse is had to shocks they can explain the per- 
sistence of cycles of roughly constant amplitude only if the parameters 
have a certain unique value. In the present case the parameters do not 
have to have a unique value, so the objection is less strong; they merely have 
to fall within a certain range. The force of the objection therefore turns 
very much on how wide this range can in fact be without giving unacceptable 
results. 

Whatever the answer to this may be, it is certainly a gap in Duesenberry’s 
exposition that he does not at any stage come to grips with this problem. 
The reasons he puts forward at various points for doubting that the rate of 
growth is likely to be “‘ very high ” are practically all put in non-quantitative 
form. No numerical examples are given to show the orders of magnitude 
that may be involved, either in the working of the main equation or in the 
working of the various lags and qualifications it is subject to. The same 
applies to the treatment given to the effect of structural changes; ingenious 
and interesting as much of it is, it is essentially non-quantitative. 

The table annexed shows the results of some simple arithmetical experi- 
ments done to test the issue. What we do here is to hold constant the values 
of four of the five parameters in equation (5) and then see how widely the 
fifth parameter «, which measures the responsiveness of J, to a change in 
Y,_,, is capable of varying without giving unacceptable results. Values are 
chosen for-the four parameters a, b, 8, and k which appear reasonable in 
themselves and not such as actually to preclude moderate growth. If 
moderate growth is to result, the lower limit of the rate of growth (r) is 
clearly zero. Where we place the upper limit—the limit beyond which 
growth is excessive—depends on the duration of the “ period ” in calendar 
time. This is an empirical matter, depending on the duration of the 
relevant reaction lags, etc. Duesenberry himself reckons that the “ period ” 
will be in the region of six months. On this basis a value of r of 0-05, 
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representing an annual rate of growth of slightly over 10%, may perhaps 
be taken as a reasonable maximum. But to give the benefit of the 
doubt, the table also shows the values of « yielding r = 0-1, which would 
represent an annual rate of growth of 21% on the basis of a six-month 
period. 

This table does appear to suggest that there is only a fairly narrow 
range within which « is free to vary, given the other parameters. It also 
illustrates the sensitivity of the rate of growth to changes in the other para- 
meters: ¢.g., if « = 0-333, 8 = —0-1, b = 0-05 and k = 0-1, then the table 
shows that if the marginal propensity to consume a = 0-75, r is zero, while 
if a = 0-8, r is between 0-05 and 0-1 (0-07 approximately). 

This is a test in terms of structural stability—the ability of the model to 
withstand changes in its parameters without its performance undergoing a 
major transformation. The result is not very favourable. But of course a 
test in these terms is by no means decisive (even apart from the obvious fact 
that the table given covers only a certain range of values of a, 8, 6 and &k). 
In the first place, a change in circumstances which alters one parameter is 
quite likely to alter one or more of the others as well, and also perhaps the 
natural rate of growth. This may work in such a way as to help. In the 
second place, equation (5) is only a first approximation, and needs to be 
qualified as a description of reality, particularly by certain additional lags. 
These lags have the effect of damping down the rate of growth, and they 
operate more strongly the higher the rate of growth tends to be.! They 
thus serve to raise the value of « yielding the maximum plausible rate of 
growth, while also raising, but to a less extent, the value of « yielding the 
minimum rate of growth; the range of values of « that will yield acceptable 
results is thus enlarged. In assessing these limitations on the test, however, 
note must be taken of the ease with which the unqualified model can involve 
absurdly high rates of growth or else fail to yield growth at all. If the 
qualifications referred to are to endow the system with an adequate degree 
of structural stability, their effect must be pretty strong. 

Duesenberry is aware that his model implies rather serious restrictions 
on the values of the parameters. (He appears to be more concerned with the 
possibility of non-growth solutions than with the possibility of growth at an 
excessive rate.) The reply he offers carries conviction only on the assump- 
tion that no alternative type of growth model can be devised. He writes 
(pp. 238-9) : 

** It may be said that it is a remarkable coincidence that out of all 
conceivable savings functions, profits functions, and so on, the ones 
which came into existence in the nineteenth century were so well 
adapted to the rates of population growth, development of new industry, 
and other characteristics of that century. One can only say that, if 
they had not been, capitalism would never have survived so long.” 


1 Duesenberry, pp. 211, 278. 
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DUESENBERRY ON GROWTH AND FLUCTUATIONS 


Vv 


We come now to the theory of fluctuations. Duesenberry suggests that 
there are in principle two quite different ways in which depressions could 
occur. In the first place, the parameters of the system might temporarily or 
permanently become such as to yield a non-growth solution. Recovery 
from this sort of depression would be problematical. In the second place, 
depressions might come about from causes such as speculation and financial 
crises that are extraneous to the main dynamics of growth. Duesenberry 
maintains that all depressions in the United States since the Civil War, with 
the possible exception of the 1930s, have been of the second type. He thus 
reverts to a rather old-fashioned kind of view and denies that any form of the 
multiplier—accelerator interaction (referred to as the capital-adjustment 
process) has been responsible for historical fluctuations. This contention is 
based both on empirical observation of certain characteristics of past 
depressions—notably the absence of regular periodicity—and on a priori 
reasoning as to the unlikelihood of major depressions resulting from the 
normal process of growth and capital accumulation, so long as the underlying 
parameters are such as to permit growth at all. 

It may be noted that some such theory of fluctuations is called for by the 
theory of growth discussed above, since if the capital-adjustment process is 
to be used to explain growth it cannot also explain fluctuations. The 
converse does not apply: it would be possible to have this theory of fluctua- 
tions, but some different theory of growth. 

Duesenberry does not deny that capital adjustment elements play some 
part in fluctuations and act as a destabiliser. What he does deny is that these 
elements have been or could be by themselves responsible for major depres- 
sions. He also denice that they provide a satisfactory explanation of turning 
points. 

We may consider first the upper turning point. Any realistic treatment 
of historical fluctuations must give a good deal of emphasis to shocks and 
disturbances that are random from the capital-adjustment point of view. 
Duesenberry’s brief sketch of the history of fluctuations in the United States 
since the Civil War performs a valuable service in showing the great 
diversity of the various depressions within this period, both in severity and in 
apparent causes. The misleadingness of any purely mechanical model as 
an account of reality is plain. The question remains, however, whether 
the tendency for the stock of capital to rise faster than the level of output, 
which is the basic cause of the downturn in capital adjustment models and 
which Duesenberry denies, has not in some form or other been present at a 
sufficiently large proportion of upper turning-points for it to rank as a 
systematic element in the explanation of the downturn, even though it has 
sometimes been heavily overlaid with other factors and even though the 
tendency to fluctuations from this cause has in certain periods been largely 
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damped out. Duesenberry’s contention appears to be (p. 244) that only a 
small percentage change in the ratio of capital to output can be brought 
about by the investment of a single year or two, and that such a small change 
could not initiate such sharp reversals as have been experienced. But it is 
surely impossible to say a priort how large a change in the capital—output 
ratio is needed to cause a sharp reversal. It is marginal adjustments that 
matter, and changes which are not large when averaged over the economy 
as a whole may substantially affect the inducement to invest. It is true that 
many if not most depressions have been triggered off by spectacular events 
in the financial sphere rather than by any manifest tendency for capital 
accumulation to outstrip the rate of growth of income. But it is always 
open to question whether the crash was not a reflection of a more deep- 
seated tendency to capital saturation. This is recognised by Duesenberry, 
and he also concedes that the conditions needed for a financial shock to 
cause a severe contraction will not normally be satisfied until some years 
have elapsed since the last one, thus producing a limited element of regularity 
in timing. In other circumstances shocks may occur without causing any 
serious general contraction. 

With regard to the interpretation of individual upper turning-points, it 
may be observed that while there is nothing in the capital-adjustment theory 
of the cycle to imply that the downturn will be reached simultaneously in all 
industries, slumps caused by capital saturation in particular lines, ¢.g., 
railway-building or house-building, are none the less often better regarded 
not as a manifestation of the capital-adjustment process but as the result of 
the exhaustion of a particular batch of investment opportunities, the size of 
which, in the short run at least, does not depend much on the level of income. 
The doctrine that slumps of this sort recur systematically is essentially 
Schumpeter’s theory of the cycle. Duesenberry attaches a good deal of 
importance to non-maintainable bouts of investment in particular industries, 
but he treats them as falling into the category of shocks, and Schumpeter’s 
views are not mentioned. Admission of a systematic cyclical tendency of the 
Schumpeterian type in innovatory investment or some classes of it would on 
the face of it strengthen Duesenberry’s model rather than weaken it, since 
such cycles can without inconsistency be superimposed on an upward trend 
due to the capital-adjustment process. 

Let us consider now the lower turning-point. The difficulties ex- 
perienced by capital-adjustment models in explaining this phase of the cycle 
are well known, and Duesenberry states them very cogently. The crucial 
difficulty is the non-occurrence in all historical slumps except the 1930s 
of the negative net investment which the models appear to require. In 
Duesenberry’s model, where the original downturn is explained as due to a 
shock, the difficulty of explaining the recovery is much less, for in the nature 
of things the shock is likely to reverse itself presently—e.g., after a financial 
crisis, confidence in the banking system will presently be restored—and this 
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will provide a stimulus to recovery. This stimulus will be effective in 
actually bringing about a recovery so long as the cumulative forces of con- 
traction have not in the meanwhile carried the system down too far. 
Duesenberry analyses with much ingenuity the conditions which on his 
model determine whether or not this will be the case. 

It would be generally agreed that recessions caused by shocks will be 
terminated sooner and more easily than recessions caused by partial or 
general capital saturation.’ But is the difficulty of recovery in the latter case 
so great that only the depression of the 1930s fits the description, as Duesen- 
berry suggests? In facing this well-known crux, all one can do is to mention 
such factors as sectoral disinvestment, especially in inventories, sectoral 
floors and the less obvious form of negative net investment that consists of 
proceeding abnormally slowly with innovatory investment, and suggest that, 
when they are taken into account, it is not impossibly difficult to explain 
how recovery occurs from a capital-saturation slump without total net 
investment becoming negative. 

An important implication of Duesenberry’s theory of the cycle is that so 
long as the parameters are such as to permit growth there is no inherent need 
for the economy to suffer severe slumps. If speculation and financial 
disturbances can be avoided, steady growth is possible without cycles. 
This applies both to the past and to the future. For example, had there 
been stronger financial institutions and less speculation between the Civil 
War and 1914, slumps would then have been avoided. Growth and capital 
accumulation would, on the average, have proceeded rather faster than they 
did. In the absence of slumps the rate of growth and the rate of capital 
accumulation would have been at most, say, 25% higher on the average 
than they actually were. Whether growth at this rate would have been 
possible without running into a ceiling depends on how much flexibility 
there was in the natural rate of growth. Flexibility of the order of 25% 
does not in the circumstances of that time appear an unreasonable postulate. 

The consequences of impact with the ceiling have, however, a more 
general significance to the theory. As mentioned earlier, Duesenberry 
holds that if the growth of the system were at any time so rapid as to bring 
it up against an inflexible ceiling on the supply side, the result would be 
a mild recession rather than a severe one and that impact with the ceiling 
can therefore not serve as the explanation of the more severe depressions 
experienced in history. This conclusion appears to depend on a particular 
interpretation of the way the ceiling works, though this is not expressly 
stated. This interpretation is that impact with the ceiling has similar 
effects to an unfavourable but temporary shock. Impact with the ceiling 


1 Cf. R. A. Gordon, ‘‘ Investment Behaviour and Business Cycles,” Review of Economics and 
Statistics, 1955, pp. 23-34. 

? Capital accumulation would not, however, have been quite so high as it was at the cyclical 
peaks, since speculation raises investment abnormally in the boom as well as depressing it in the 
slump. 
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tends to lessen the rate of growth of income, and thus may lead to actual 
contraction; but once sufficient slack in the system has reappeared the 
depressing influence of the ceiling will cease to be felt, and this will act as a 
positive stimulus—a reversal of the initial shock—which will carry the 
economy back into its normal growth path. Moreover, recovery can be 
relied upon to happen more promptly than after some other kinds of shock, 
since ex hypothesi the depressing influence of the ceiling will cease to be felt 
before the contraction in income has gone very far. 

This is not quite the way in which the ceiling has been looked upon in 
most models of the cycle where it has been invoked. As a rule the ceiling is 
regarded as a constraint rather than as an actual deflationary shock—a 
cause of non-linearity in the investment schedule rather than of a downward 
shift in the schedule. ‘Therefore, when the pressure of the ceiling ceases 
to be felt because income has fallen, it does not act as a positive stimulus. 
On this reckoning a ceiling-induced recession will not have any particular 
tendency to correct itself quickly. Suppose that the parameters of the 
system are such as to cause explosive growth, and that the system then in 
period ¢ runs against the ceiling. The rate of growth is thereby reduced 
below what it would otherwise have been. This will serve to discourage 
investment in period ¢ + 1, and as a result investment and income in that 
period may fall below the ceiling level. Suppose they do, and that, more- 
over, income in ¢ + 1 is actually lower than in ¢.1_ Net investment in ¢ + 1, 
however, remains positive. Assuming that investment (J) is a function of 
the levels of income (2) and capital (#) in the preceding period, /,, , must be 
lower than J,,, since Y,,, was lower than Y, and #;,, was higher than KX; 
The falling away from the ceiling does not have any tendency to cause a rise 
in J between period ¢ + 1 and period ¢ + 2, since Y was already below the 
ceiling level in ¢ + 1 and J,,, was therefore unaffected by the ceiling 
(except insofar as the ceiling had served to hold down Y;). A cumulative 
contraction therefore sets in. This may, of course, be held in check by such 
things as the arrears of investment left over from the boom, lagged reactions 
of some classes of investment, etc., but the distinctive feature of the early 
reversal of an adverse shock is absent and the slump is therefore liable to be 
prolonged. 

In which of these two possible ways does the ceiling actually work, 
supposing it works at all? It is not particularly difficult to make a case for 
treating it as a shock subject to reversal as Duesenberry’s argument requires. 
All that is needed is to postulate an appropriate lag or lags in its operation. 
Thus in the example above, although the ceiling is not actually in operation 
in the period ¢ + 1, J,,, may be held down by the ceiling because the 
ceiling was in operation when this investment was being decided on. J[,,2 


1 A downturn need not necessarily result from impact with the ceiling. Whether it does so 
depends on the values of the parameters. I have discussed this point more fully in ‘‘ A Note on 
Crawling along the Ceiling,”’ to be published shortly in The Review of Economic Studies. 
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may then represent a recovery. Equally, however, it is arguable that lags 
of this sort are not sufficiently important to have the effect required. 

The suggestion that the operation of the ceiling is subject to lags in such 
a way that its removal acts as a positive stimulus is a distinct contribution to 
the theory of the lower turning-point. It is not, however, obviously more 
compelling than the various other explanations of recovery put forward in 
capital-adjustment models which Duesenberry rejects as unsatisfactory. It 
does not therefore establish convincingly that a ceiling-induced contraction 
will necessarily reverse itself more easily than a contraction due to some other 
shock, or indeed that it will reverse itself easily at all. The possibility of 
impact with the ceiling leading to a severe slump is not ruled out. 


VI 


In principle it is not difficult to devise means of testing alternative 
theories of the cycle. The large number and diversity of historical fluctua- 
tions may make generalisation difficult, but at least it affords plenty of 
material. ‘There is not yet agreement on the conclusions, but it is reasonably 
clear how one may proceed. But when it comes to choosing between 
alternative models of long-run growth, the appropriate procedures and 
criteria are rather less plain. Different models involve different assump- 
tions, especially assumptions about the stability of certain functional relation- 
ships, and they can be criticised if the required assumptions are not plausible. 
This is the nature of the criticism of Duesenberry’s model put forward about 
on the score of structural stability. But to judge a theory by its assumptions 
is open to methodological objection, and though this approach is not 
without its uses (especially in view of the difficulty of getting any decisive 
answer from empirical tests) it is unsatisfactory in many ways. After all 
it is essentially a matter of degree—the assumptions may be rather restrictive 
or implausible, but who is to say whether they are prohibitively so? The 
alternative procedure is to see how closely the results implied by the model 
conform to past experience and how successful they are in predicting the 
future.” 

1 Cf. M. Friedman, “‘ Tne Methodology of Positive Economics,” in Essays in Positive Economics 
(1953), pp. 4-43. 

® A third approach which is sometimes used, explicitly or implicitly, is to judge a model by how 
much it explains and how much it treats as extraneous. But this is really an indication of the com- 
pleteness of a model rather than of its validity. There is nothing inherently fallacious about the 
notion that the values of some important magnitudes—the rate and character of technical progress, 
the degree of monopoly, the rate of interest—are determined by forces that are essentially different 
from those that govern the behaviour of the economy when these are taken as given. A model- 
builder who takes this view may either have a separate theory as to how these magnitudes are 
determined or else he may treat them as unexplained constants, in which case his theory will be 
incomplete but not necessarily invalid within its limited field. Likewise there is no logical reason 
why growth and fluctuations should both be explained in terms of a single theory. The virtue of 


explaining everything important within the ambit of a single simple model is esthetic rather than 
scientific. 
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These two aspects of empirical testing as applied to Duesenberry’s model 
may be considered separately. First, the experience of the past. Which 
provides an apter picture of what has happened: Duesenberry’s model or 
one in which population growth and technical progress are more directly 
responsible for the growth of demand, as they are in the models of a number 
of other recent writers? So long as the economy enjoys fairly steady growth, 
the outline result yielded by the two types of model will not be very different. 
Demand and productivity will be rising, the average proportion of the 
labour force unemployed will be relatively small and there will be no 
systematic reason for changes in the capital—output ratio, the proportion of 
income saved or the distribution of income. Neither type of model is there- 
fore inconsistent with what Mr. Kaldor has called the “ stylised facts ” of 
economic growth, and more refined tests need to be applied to discriminate 
between them. 

In some respects the reaction of the system to a change in circumstances 
may be more instructive than its behaviour when growing steadily. An 
example may be quoted which is interesting but which unfortunately serves 
to underline the difficulty of reaching a definite answer. Since the First 
World War the rate of growth of the adult population of the United States 
has been markedly lower than it was previously, largely because of the 
introduction of legal restrictions on immigration. If the rate of growth of 
income is unaffected by the supply of labour, as the simplest version of 
Duesenberry’s model would imply, one would expect to find the fall in the 
rate of growth of population to be offset by a rise in the rate of growth of 
production per head. If, on the other hand, the ultimate determinant of 
the rate of growth of output is the rate of expansion of factor supply, one 
would expect there to be a fall in the rate of growth of total output, and 
there would be no particular presumption of an offsetting increase in the 
rate of productivity growth. In fact, productivity in the United States has 
risen decidedly faster since the First World War than it did before, though 
the change has not been quite enough to prevent a fall in the rate of growth 
of total output.1_ This would appear on the face of it to be a distinct point 
in favour of a demand-dominated theory of the Duesenberry type. But it is 
not really as simple as this. Duesenberry himself maintains that the under- 
lying forces making for growth on the demand side were seriously weakened 
for various reasons after 1919. He would not therefore be able to attribute 
the speeding up of productivity growth to the persistence of the old under- 
lying growth equation in face of a slowing down of population growth. He 
puts forward a number of special causes to explain the rapid growth of 
production in the 1920s (speculation in real estate, the stock-market boom, 
etc.), and since he does not suggest that the underlying forces making for 
growth have become significantly stronger again since then, he would 


1 See S. Fabricant, Basic Facts on Productivity Change, Occasional Paper 63, National Bureau of 
Economic Research (1959). 
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presumably also seek special explanations (such as government spending) 
for the vigorous growth of the 1950s. So his theory is not really much more 
successful in providing a built-in explanation of the speed-up of the rate of 
growth of productivity than the alternative type of theory is. 

When it comes to prediction of the future, Duesenberry’s model is 
capable of yielding spectacularly different conclusions from other types of 
model. For although his theory is optimistic in one respect, in that it denies 
the inevitability of cyclical depressions, in another respect it is pessimistic, 
in that it represents the whole growth process as highly precarious. An 
unfavourable change in the parameters, such as an increase in the relative 
importance of industries with low capital-intensity, is liable on his model to 
cause a complete breakdown of growth, not merely to cause growth to 
proceed with a rather lower average level of employment and/or profits, 
as in other models. In this it is akin to the stagnation thesis in its most 
extreme form. Unfortunately from the scientific point of view, though 
fortunately from others, this predictive test is not likely to be carried out, 
since governments now assume responsibility for preventing severe slumps. 
Indeed, the role of the Government in controlling the volume of demand, 
and also its composition to some extent, serves more generally to destroy the 
usefulness of predictive capacity as a test of growth models. Although many 
of the concepts and relationships involved are likely to retain their relevance 
to the contemporary scene, the devising and testing of self-contained models 
of capitalistic growth should perhaps be regarded as essentially a historical 
study, relating to an epoch now closed. 

R. C. O. MatrHews 
St. Fohn’s College, 
Cambridge. 















REVIEWS 


The Theory of Public Finance. By R. A. Muscrave. (New York and 
London: McGraw-Hill, 1959. Pp. xvii + €28. 97s.) 


Muscrave’s book has been long-awaited and long-heralded. Let it be 
said at the beginning that it will immediately take its place as one of the 
greatest works in its chosen field. In erudition, theoretical insight and 
encyclopedic knowledge it ranks with great treatises in other fields such as 
Schumpeter on Business Cycles or The History of Economic Analysis. It would 
seem that the author has been engaged on the work for twenty years; it is 
quite safe to predict that it will be widely read twenty years from now, and 
most probably a great deal longer. 

Having paid tribute to the stature and intrinsic worth of the book, I 
should like to work off my irritation straightaway about a minor but in- 
furiating defect. There is an extremely large number of misprints in the 
book, some of which are very minor (such as names of authors misquoted), 
but some of which do affect the sense of the argument. It is understood that 
many of these have now been spotted and are to be corrected in the second 
edition (and there certainly will be a second edition), but in the meantime 
it is quite impossible just to hand the book as it stands to any student. It 
is simply astonishing that an author so well versed in the marginal principle 
should have failed to apply it to himself. A very small additional effort 
at the final manuscript or galley-proof stage would have brought in vast 
gains in accuracy and clarity. 

The title of this book is, for once, a close guide to the contents. Mus- 
grave’s approach is nakedly and unashamedly theoretical; he is concerned 
with both normative and positive aspects of public finance, but has no 
truck with such matters as institutional backgrounds, actual tax arrange- 
ments and so on. Part I (‘‘ Statement of Issues’’) and Part II (“‘ The 
Satisfaction of Public Wants’’) are largely concerned with the normative 
side. Musgrave argues that the budget of the public sector has three 
branches—allocation, distribution and stabilisation. The most original 
feature of this part is the distinction between two functions of the allocation 
branch—the satisfaction of social wants (public goods which must be con- 
sumed in equal quantities by all) and merit wants (the conventional 
social/private discrepancies). A good deal of the subsequent argument 
turns on this distinction. The benefit and ability to pay theories are then 
critically examined; and both are rejected as being incomplete solutions 
to the determination of the budget plan. The fundamental defect of the 
benefit theory is characterised (p. 134) as being that it provides no way of 
ascertaining the true benefits; and in the ability to pay case there is no 
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visible means of ascertaining social preferences (p. 134). In the end, 
therefore, Musgrave argues that the provision of social wants, merit wants 
and the determination of the income distribution pattern (and also the issues 
of employment and price stability?) are matters to be resolved by voting 
through ballot boxes rather than voting through purses. At the normative 
level economics has something to say about avoiding excess burdens (Chapter 
7) and the appropriate index of equality (Chapter 8) but precious little 
else. A final chapter in Part II is an interesting but somewhat incongruous 
excursion into national-income literature. 

Part III (‘‘ Adjustments to Budget Policy: Classical Aspects’) deals 
with the traditional positive problems: the relative effects of different tax 
and expenditure systems on work effort, saving, relative prices and outputs, 
investment and the distribution of income. Part IV (‘‘ Compensatory 
Finance ’’) accounts for about one-third of the book. The author weaves 
into the narrative some discussion of growth problems and a lengthy discus- 
sion of the theory of debt policy as well as the subjects more usually covered 
by this heading. 

This very brief summary may give some idea of the width and depth of 
the work. It may be most helpful now to use the remaining space to explore, 
first, some of the book’s outstanding merits and, second, some of the sins of 
commission and omission. 

The merit par excellence of this book is the high quality of the theoretical 
reasoning. Without recourse to anything more than elementary mathe- 
matics Musgrave succeeds in cutting through a vast amount of tangled top- 
growth and sorting out the main stems of argument clearly and concisely. 
Thus the excess burden of indirect taxation argument (pp. 140-55), the 
effects of various taxes on the division of personal income between consump- 
tion and saving (Chapter 12) and the ramifications of the balanced budget 
multiplier theorem (pp. 432 ff.) are all set out so explicitly that there is no 
longer any excuse for the old fallacies to crop up again. There are many 
innovations in the book as well as solutions to old problems: a good example 
is the insistence (e.g., pp. 243-6) on considering group reactions as well as 
those of the representative individual. The essential point here is that if 
we substitute a progressive income tax for a proportional tax we must look 
at the relative changes in marginal and average rates for each income 
group and the marginal rates of substitution of leisure for income for each 
group separately if we are to have any hope of sorting out the answer. 

It cannot be denied that the author’s willingness, and indeed anxiety, 
to explore these theoretical issues fully leads him to consider many unusual 
and indeed queer cases (e.g., the ‘“‘ 57 varieties” of assumptions about the 
possible shapes of marginal utility of leisure and marginal utility of income 
curves in Chapter 11 and the manifold ways (Chapter 18) in which 
compensatory tax adjustments may influence consumption). Although 


one can have some reservations about the methods of treating these problem 
No. 276.—voL. LxIx. ‘ 3D 
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children, there can be no question that it is extremely valuable to have the 
answers all on tape, as it were. 

To have explored some of these issues thoroughly would have been no 
mean feat; to keep up the performance over 600 pages is an intellectual 
achievement of great distinction. 

If there were nothing to disagree about in a book of this length, it would 
be a matter for condemnation of the author, or the reviewer, or both. 
The first general point is really one of methodology. As it stands, the book 
is likely to be found overwhelming by most readers. Case after case is 
considered, every possibility is explored, no stone left unturned; and so it 
is hardly surprising that one has no clear impression when one gets to the 
end of which things are important, which results are the more likely and so 
on. Fundamentally, I think, this springs from the author’s predilection 
for abstract theoretical reasoning and his reluctance to cite empirical 
evidence. There is nothing wrong in being a tool-maker, especially when 
the maker does clearly understand, as in this case, that his tools are meant 
to be used. But it is surely reasonable to expect some indication about 
whether any particular implement is likely to be in more general use than 
others. Thus in Chapter 11 we have a long refined analysis about the 
effects of taxes on incentives to work followed by a rather feeble single page 
on secular evidence. ‘There have been a number of recent inquiries on the 





effects of taxation on incentives to work; discussion of these findings, their | 


merits and demerits, would surely have enriched the argument. Similarly 
in Chapter 12 the point is (quite properly) made that the substitution of a 
consumption tax for an income tax will be more favourable to saving, the 
more is saving for the purpose of accumulation than for future consumption. 
But there is no word on which is or is likely to be the more realistic case. 
Musgrave would, one feels, be a superlative general in a mopping-up 
campaign remorselessly rounding up pockets of enemy resistance, but per- 
haps not quite so outstanding leading the charge towards a single strong 
point. 

The second point is one of arrangement. Obviously the book has 
grown piecemeal over the years and suffers some of the consequences. We 
have already remarked on some incongruity in Part II. Similarly, it is 
not entirely obvious why problems of growth should all be discussed in 
Part IV on Compensatory Finance. Nor are topics always co-ordinated as 
they should be. There is some overlapping discussion of effects of taxes on 
the work/leisure choice and on the consumption/saving case in Part II 
(Chapter 7) and Part III (Chapters 11 and 12). Capital-gains taxation, 
business-income taxation and depreciation provisions are all discussed at 
various stages. But it would need an extremely perspicacious reader to 
divine that these problems hang together and that, for instance, the inclusion 
of capital gains in the personal income tax net is to a large extent an alterna- 
tive to the differential taxation of undistributed profits. 
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Thirdly, and perhaps inevitably, the book is unquestionably uneven. 
There is no clear distinction in logic between unevenness in the sense of 
spending too much time on one subject at the expense of another and 
unevenness in the sense of one page being more difficult than another. As 
the first is a matter of judgment and the second one of fact, one cannot be 
dogmatic on this general point. Nevertheless, it does seem odd to find 
some twenty pages on voting theory, drawing on, ¢.g., Arrow and Black, 
but only four pages on Federal Finance without any reference to Wheare 
or similar authorities. There are twenty-four highly compressed pages on 
the effects of taxation on risk-bearing (Chapter 14) but no connected discus- 
sion at all on the principles of minimising the costs of administering taxes. 
A whole chapter (Chapter 15) deals with the complexities of price and 
output adjustments by business firms to various taxes, but the overlapping 
jurisdictions of income taxes across territorial frontiers and the problems 
of property taxes scarcely get a mention. But, to repeat, matters of 
opinion cannot readily be disentangled from matters of fact on such points 
as these. 

Finally, there are points at which Musgrave’s analysis seems dubious or 
obscure. This again is inevitable in a book of such proportions, but per- 
haps one example may be given of each. On pp. 249-50 the author 
argues that an equal yield proportional consumption tax is likely to induce 
a larger amount of work effort than a proportional income tax, principally 
because of group effects. It is argued that as the average propensity to 
spend rises with income, the imposition of a proportional spendings tax 
will be equivalent to substituting a regressive tax on income for a propor- 
tional tax, and that therefore work incentives will be greater. However, 
the problem is not one of the relation of marginal rates to average rates of 
spendings tax but rather of that of marginal spendings tax rates to marginal 
income tax rates. If one allows for the fact that the expenditure tax rate 
must be greater than the equivalent income tax rate (by a factor depending 
on the national savings ratio), the fact that tax on saving for future con- 
sumption is postponed rather than abolished and the further point 
that the marginal propensity to save is usually found to be fairly invariant 
to income, the argument becomes much more open than appears from the 
text. 

As an example of obscurity, the discussion on p. 168 about the measure- 
ment of depreciation in real terms may be cited. Quite apart from the 
(obviously erroneous) transition from $ to million $ magnitudes and the 
inadequacy of the statement that in times of inflation “‘ original cost does 
not permit the investor to recover the real cost of his outlay,” the general 
argument in terms of real value of net worth is not likely to be found 
enlightening by many. 

But compared with the intellectual achievement of incorporating all 
these ideas and arguments within two covers, these criticisms are of small 
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importance. The note on which one must end is that from now on anyone 
interested in the theory of public finance can simply be told, “ It’s all in 


Musgrave.” 
A. R. PREst 


Christ’s College, 
Cambridge. 


Theory and History. By Lupwic von Mises. (London: Jonathan Cape, 
1958. Pp. ix + 384. 30s.) 


Tuis new volume by Professor von Mises has the same texture and tone 
as his earlier books on Human Action and Socialism. There are frequent cross- 
references, and both the methods of argument and the conclusions are per- 
fectly consistent. The defence of the liberal market economy and of 
economics and “ praxeology ” as wertfret intellectual studies with “ unique 
epistemological character ” will be familiar to all his readers. The defence, 
of course, is most frequently a scathing attack. Never can the market 
economy have been handled so stridently or the history of ideas so brusquely. 
The book is littered with adjectives such as “‘ absurd,” “‘ preposterous,” and 
* pernicious,” and nouns such as “ pseudo-economics,” “fantasy”? and 
* slavery.” Professor von Mises attacks Marx for refusing to argue with his 
opponents and assuming that it was sufficient to unmask their bourgeois 
background and thereby the necessarily “ idealogical ’ character of their 
doctrines. Nonetheless, he often follows this procedure himself. He 
assumes that all who disagree with his version of liberal economics are 
“driven by an idiosyncratic abhorrence of the market economy and its 
political corollary ” (p. 242), that all recent socialists base their hopes not 
“upon the power of their arguments but upon the resentment, envy and 
hatred of the masses ”’ (p. 65), that Marxists “‘ cling to historical materialism 
and stubbornly refuse to listen to its critics because they want socialism for 
emotional reasons ”’ (p. 158), and that people who “ support policies that aim 
at the substitution of planning by an authority for autonomous planning by 
each individual ” are “‘ longing for slavery ” (p. 376). In a more restricted 
context he claims that “ it is only the passionate pro-socialist zeal of mathe- 
matical pseudo-economists that transforms a purely analytical tool of 
logical economics into a utopian image of the good and most desirable state 
of affairs ” (p. 367). 

It is impossible to dismiss comments of this kind as disagreeable tricks of 
style. There are other comments which betray a tendency to sweeping 
generalisation as well as passionate feeling. ‘‘ Marx misrepresented the 
operation of the capitalist system in every respect” (p. 117). “* What 
prompted those who suggested the substitution of the social sciences for the 
sciences of human action was, of course, a definite political program” 
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(p. 259). “* The religiousness of these sincere believers had nothing in com- 
mon with the established system of devotion ” (p. 339). Remarks of this 
kind suggest not liberal openness of mind but a refusal to leave familiar 
grooves of thought or, to use Professor von Mises’ more technical language, 
too uncritical reliance on “ thymological”’’ explanations for shifts and 
diversities in idealogies. Whatever might be said about the differences 
between his approach to economics and the approach of economists who do 
not agree with him, it is clear that there would be an even bigger gulf be- 
tween what he considers to be “‘ thymological experience ” and what other 
people would consider to be such. 

Four points of more particular criticism raise important general issues. 
First, Professor von Mises, who disposes of many arguments, does not dispose 
of the doubts, insights and suggestions about value theory which made 
Gunnar Myrdal’s recent collection of essays so illuminating. He writes too 
confidently about “‘ ends ” and “ means ”’ in his first few pages, and repeats 
the word “‘ wertfrei” frequently in the remaining pages. It is neither 
malice nor evil intention which has made people doubt his version of value 
theory but genuine intellectual uneasiness. Second, as a historian Professor 
von Mises is less convincing than he is as a writer about history. He makes 
many extremely suggestive general remarks about history and the methods 
historians should use, but he grossly over-simplifies both the actual history of 
ideas and the history of institutions. It is not true to say, for instance, that 
“no proletarian or son of a proletarian contributed any substantial idea to 
the socialist idealogy ” (p. 121) or that “ workers were never enthusiastic 
about socialism.” Interesting historical questions are side-tracked in this 
kind of dogmatic account of what happened in the past. Third, in his 
account of the operation of the economic system at the present time he does 
not examine carefully either legitimate discussions of ‘‘ weaknesses” in 
capitalism or such interesting phenomena as rates of growth in socialist 
countries. Of the capitalists and entrepreneurs of a market economy, whose 
role has changed in different periods of economic history, he writes generally 
“they acquire and enlarge their property through the services they have 
rendered to the consumers, and they can retain it only by serving daily again 
in the best possible way” (p. 116). No attempt is made to distinguish 
between the theory of a market economy and the actual working of “‘ free 
economies ”’ in practice both in the past and at the present time. Fourth, 
he uses terms which provide props for his argument but never receive careful 
enough attention. The most important of these terms is “ masses.” He 
rightly accuses Marx of not having clearly defined what he meant by 
“class,” but he tends to use the word “‘ masses ” himself as a very general 
term which some of his readers will query. There is a considerable truth in 
a comment by Mr. Raymond Williams in his Culture and Society that “ there 
are in fact no masses; there are only ways of seeing people as masses.” 
Indeed, Mr. Williams’ book, which deals with the history of the use of 
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words in changing social contexts, brings out clearly why the kind of argu- 
ments advanced by Professor von Mises—many of them echo (often elo- 
quently) old controversies—have not received the assent of a considerable 
number of intelligent people over the last hundred and fifty years. 

It is a tribute, of course, to Professor von Mises that his trenchant exposi- 
tion provokes vigorous dissent. How useful argument at this level really is 
must, however, be open to question. One reason why Professor von Mises’ 
eloquence will not convince all his readers is not that they are stubbornly 
cocksure but, to use a phrase of Gunnar Myrdal, that they are “ more 
modest ” than he. They will doubt whether what the blurb of Theory and 
History calls the author’s “ frequent tilts at other experts ”’ will generate more 
light than heat. 

AsA BricGs 
University of Leeds. 


The British Budgetary System. By Sir Hersert Brittain. (London: 
Allen & Unwin, 1959. Pp. 320. 25s.) 


It is hardly accidental that it is quarter of a century since the last edition 
of a comprehensive account of the British budgetary system appeared, 
bearing in mind the preoccupation of writers in public finance with the more 
fashionable and possibly more exciting study of the use of the budget as a 
stabiliser and redistributor of income. However, this very change in the 
policy uses of the budget has brought into being major alterations in the 
structure of the system of public finance, notably in the financial relations 
between central government, local government and nationalised industries. 
Sir Herbert Brittain’s study is very welcome, all the more so because it is 
written with the inside knowledge of a former senior administrator of the 
Treasury. 

There are two noteworthy features of this book. We would expect from 
Sir Herbert an authoritative account of the whole budget “‘ cycle ” from the 
preparation of estimates to the deliberations of the Public Accounts Com- 
mittee. What is particularly useful in his survey is the documentation. 
This means that the book is more than a handbook for students and civil 
servants, but also a starting-point for detailed research into budgetary 
matters. The second feature is that the budget is explicitly regarded as an 
instrument of economic policy. It is obviously impossible to expect a book 
of this kind to preface description of our financial administration with a 
complete treatise on social accounting and the theory of fiscal policy. Sir 
Herbert has managed to summarise the rationale of fiscal policy in a few 
pages in Chapters II and III very well indeed, and as a result, the more 
sophisticated reader, at least, will discern more clearly the links between 
theory and policy. 

One regrets that Sir Herbert has chosen to avoid controversy. Hilton 
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Young’s book seemed to gain by its obvious bias and occasional stylistic 
flourishes; remember his nostalgic reference to Hume’s and Gladstone’s 
concern for public spending—“ now in Elysium it is theirs bitterly to lament 
the wastage of Ambrosia.” We must respect the author’s views on this 
matter, but he invites criticism on two counts in this connection. First of 
all, having laid emphasis on the budget as an instrument of economic policy, 
he nevertheless deliberately avoids discussion of various important proposals 
for budgetary reform. Secondly, we are told in the Introduction that where 
controversial matters arise, the author has confined his comments to what he 
conceives to be the justification of existing practice, but a little later we are 
told that he does not purport to express ‘‘ what may have been official views 
on the points under discussion.” ‘The reader may be excused if he has 
difficulty in identifying what is exactly the Treasury view. For example, is 
Sir Herbert’s view on modern debt theory (pp. 53-4) or his discussion of the 
necessity for more information on the distribution of National Debt holdings 
(pp. 183-4) shared by to-day’s Treasury officials? It would be interesting 
to know. 

It is praise enough for a work of this kind that it makes the subject 
palatable. Sir Herbert Brittain’s book does just this, but at the same time 
it preserves enough detail to make it an essential work of reference as well as a 
text-book. 

ALAN T. Peacock 
University of Edinburgh. 


Studies in the Quantity Theory of Money. Edited by Mitton FRiepMan. 
(Chicago: University of Chicago Press (London: Cambridge Univer- 
sity Press), 1957. Pp. 265. 37s. 6d.) 


Tue behaviour of monetary systems provides one of the most rewarding 
fields of empirical study to be found in the whole of economics, and this 
collection of four such studies, with an introductory essay by the editor, is 
to be warmly welcomed as a set of new explorations, or of extensions of pre- 
vious explorations, in that field. At first sight the studies have little common 
character; Mr. Cagan’s long article on the monetary dynamics of hyperin- 
flation and Mr. Selden’s on monetary velocity in the United States are 
attempts to establish econometric models explanatory of the courses of 
events: Mr. Klein’s investigation of German money and prices from 1932 
to the end of the War is more concerned with the establishment of the statistics 
required for calculating velocity, and with qualitative explanations of the 
changes in velocity: Mr. Lerner provides something more like a straight- 
forward chronological account of monetary policy and inflation in the 
Confederacy. One common feature of these studies is, however, their use 
of the concept of velocity of circulation—a useful tool of analysis which has 
lately, for no very good reason, been out of fashion. Here it is introduced 
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along with the concept of demand for money with a commendable absence 
of inhibitions. 

Mr. Cagan’s model of the process of hyperinflation, which he tests with 
data from Germany, Poland, Austria, Hungary and Russia after the First 
World War and from Greece and Hungary during and after the Second, is 
somewhat similar to a less-formal one which the present reviewer used in an 
earlier work; it consists essentially of a relationship between the rate of 
increase of prices and the subsequent value of the velocity of circulation, or 
real value of the money stock. In the Cagan model the rate of increase of 
prices, which is taken as determining current expectations about the rate at 
which prices will continue to rise, is an average, with exponentially decreasing 
weights, of the rates of increase experienced right back to the start of the 
inflationary period. Having obtained generally close relationships between 
this and the real value of the money stock (which would, of course, be pro- 
portional to the inverse of velocity if real income remained constant), the 
author shows that unless prices are very sensitive to their past rates of 
change, hyperinflation will not be a continuously self-generating process 
without a continuous increase in the money supply. It seems that only in 
the German and Russian inflations was this sensitivity of prices to their past 
rate of increase sufficient for hyperinflation to continue indefinitely after a 
stabilisation of the supply of money. 

This is an extremely interesting result. Mr. Cagan’s attempts to go 
beyond it are, however, less convincing. His attribution of the increase in 
the supply of money to the desire of the authorities to obtain revenue by this 
means, and his denial that it is to any major extent due to pressure upon them 
to finance rising factor payments (rising because of expectation-inspired 
wage demands or the depreciation of the currency on the foreign exchanges) 
would be difficult to justify in regard to, at any rate, the German hyper- 
inflation, and he presents no evidence that appears to justify it. 

Space does not permit any comment on the very useful contributions of 
Mr. Klein and Mr. Lerner, except that it is a little surprising that even in 
Chicago the experience of the Second World War should not throw more 
light than the former writer, and the Editor, appear to have perceived upon 
the process by which really savage wartime controls depress the velocity of 
circulation. Mr. Selden’s attempts to explain the course of velocity in the 
United States present, however, some very interesting features. Perhaps 
the chief of these, at first sight, is the discovery that the difference between 
long- and short-term interest rates is much better correlated with velocity 
than is either of these rates by itself, and that real income per head also 
seems to be a useful explanatory variable. The author’s treatment of the 
excess of long over short rates as the “ cost of holding money substitutes ” 
(z.e., short-term securities) constitutes an ingenious analogy with the Key- 
nesian treatment of any interest-rate as the “ cost of holding money.” 

To argue in this way is, however, to treat the velocity of circulation as if 
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it were determined by interest rates (or differences between them) acting as 
an independent variable. It is, perhaps, helpful to reflect that when money 
is scarce (velocity high) there is pressure to realise both short- and long-term 
securities, but more especially the former, because of their greater saleability 
and better maintenance of capital value; hence high velocity goes with 
relatively high short rates in relation to long rates. The interesting dis- 
covery that this difference is better correlated with velocity than is the Jevel 
of rates, either short or long, could, nevertheless, hardly have been made if 
the author had, like many of his predecessors, been intent mainly on “ ex- 
plaining ” the course of rates of interest. 

The significance of real income per head in this connection is apparently 
greater for long-term trends than for short-term changes. It is, however, 
not by any means clear how far the relationships dealt with by Mr. Seldon 
subsist merely between simple trends in the variables. Indeed, it should 
perhaps be added that the statistical basis for the deductions in this study is 
open to some suspicion. The degree of inter-correlation between some of 
the variables which are treated as independent is not stated, but it may well 
be so high as to place the validity of the multi-variate analysis in doubt. 

A. J. Brown 
University of Leeds. 


Trade Balances during Business Cycles: U.S. and Britain since 1880. By I se 
Mintz. (New York: National Bureau of Economic Research, 1959. 
Occasional Paper 67. Pp. x +99. $1.50.) 


Tuis is an interesting and careful study of a subject which the events of 
the recent recession have made of topical interest. It is easy to make a list 
of the factors which in theory will determine the cyclical behaviour of a 
country’s balance of trade: the relative magnitude and timing of cycles in it 
and abroad, relative price-' and income-elasticities of demand, relative 
elasticities of supply and so on. These are complex and would permit al- 
most any result. The empirical data, however, viewed over a long period, 
show a clear-cut pattern, which is all the more remarkable for having under- 
gone, in the British case, a complete reversal after 1914. Before 1914 the 
British balance of trade rose in cyclical expansions and fell in cyclical con- 
tractions, whereas since 1914 the opposite has been the case. In the 
United States the normal rule has always been for the balance to fall in 
expansions and rise in contractions. 

The American experience invites explanation in terms of a high income- 
elasticity of demand for imports. Dr. Mintz shows that this is only part of 
the truth and that a falling off in American exports towards the end of the 
expansion, followed by a recovery when the recession has begun, has been 
equally if not more important. The British experience since 1914 has been 
similar to the American in general result, but it has been customary to 
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explain the two rather differently, with less emphasis in the British case on 
the income-elasticity of demand for imports and more emphais on the terms 
of trade. Dr. Mintz attributes the reversal in the cyclical behaviour of the 
British balance after 1914 to the corresponding reversal in the cyclical be- 
haviour of the terms of trade, already noted by Martin and Thackeray and 
others. 

An important feature of Dr. Mintz’s study is the technique of distinguish- 
ing “‘ co-phases,” in which the level of activity in the country concerned is 
moving in the same direction as that in the rest of the world, and “ counter- 
phases,” where the opposite applies. This distinction yields some interesting 
contrasts. Thus in Britain since 1914 the favourable movement of the 
balance of trade in contractions has been more pronounced in co-contrac- 
tions than in counter-contractions, whereas in the United States the reverse 
has been the case. This confirms the notion that what mainly matters for 
Britain is the change in the terms of trade brought about by differing 
elasticities of supply of different classes of goods in face of an overall world 
fall in demand, whereas for the United States it is the relative levels of de- 
mand at home and abroad that are most important. 

The phase technique does not apply quite so well to Britain before 1914. 
For this period a British boom is not something that can be thought of as an 
essentially domestic phenomenon and set in contrast to a world boom. It 
is shown that before 1914, Britain’s balance of trade fell more in counter- 
contractions than it did in co-contractions, the reason being a less favourable 
movement in the terms of trade in counter-contractions. This is on the face 
of it a rather troublesome conclusion, since it appears to suggest that a 
world expansion was, after all, bad for Britain’s terms of trade before 1914 as 
well as after. But inferences about the effects of world expansion drawn 
from occasions when world expansion coincided with British contraction are 
misleading, since such expansions were by their nature untypical. Britain’s 
unique position as supplier of heavy industrial goods and as lender meant that 
as a rule a world boom meant an intense demand for British exports and a 
rise in their prices; a British co-expansion thus resulted and an improvement 
in Britain’s balance and terms of trade. Occasionally, however, there were 
expansions abroad which, because they did not extend to our chief markets 
or for some other reason, did not raise the demand for our exports much but 
did raise the prices of our imports. ‘These would presumably be the world 
expansions associated with British counter-contractions, but they would not 
give a representative picture of the normal effect on Britain of a world ex- 
pansion. The loss of Britain’s special position as a supplier of capital goods 
and capital after 1914 was no doubt an important reason for the reversed 
cyclical behaviour of the balance: a world boom no longer meant such a 
concentration of demand on British industry. 

One interesting finding of the study is that cyclical movements in the 
balance in both countries were much stronger around the peak of the cycle 
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than at other phases. Significant non-linearities in supply functions would 
appear to be present. In Britain before 1914 this assumed a peculiar 
asymmetrical form: before the peak exports rose more strongly than imports; 
at or after the peak exports fell sooner than imports. Dr. Mintz regards this 
as a lag of imports after general business activity. Others have interpreted 
it as a lead of exports. 

The paradoxical deterioration of the American balance of trade in the 
recession of 1958, which finds a parallel in the depression of the 1930s but 
in very few other cases, occurred too late to receive more than a postscript 
footnote from Dr. Mintz. Dr. Mintz is disposed to regard it as an abnor- 
mality rather than as a sign that changes in import structure or a tendency 
for American exports to become a marginal source of supply are causing her 
position to resemble that of Britain in the days of her world leadership. 

Dr. Mintz’s concluding speculations on the impact of balance-of-trade 
movements on the level of activity through their effects on foreign exchange 
reserves seem premature in the absence of an equally systematic study of 
other items in the balance of payments, especially capital movements. The 
latter are also given rather less consideration than they might seem to de- 
serve in the explanation of the behaviour of the balance of trade itself, 
especially for pre-1914 Britain. 

R. C. O. Marruews 
St. Fohn’s College, 
Cambridge. 


Expectations, Uncertainty, and Business Behavior. Edited by Mary J. Bowman. 
(New York: Social Science Research Council, 1958. Pp. 202. $2.00.) 


It is probably generally agreed amongst economists that the theory of 
business decisions is in an unsatisfactory state. Indeed, a good case could be 
made for the view that the theory is held to be much more useless than it 
really is. In any event, this collection of papers and the conference which 
occasioned them are clearly inspired by the belief that a new and determined 
attempt should be made to understand the nature of business decisions. 
Moreover, it is held that such an attempt to be successful must involve a 
number of disciplines. 

Almost all the papers here printed are interesting, some are extremely 
well argued, and the Conference was clearly worthwhile. On the other 
hand, it must be admitted that nothing that could be called a “‘ new theory ” 
emerges, that the psychologists speak a language which does not seem of 
immediate use to economists (and no doubt vice versa) and that when one 
has read them, all one is not a great deal farther towards an acceptable 
method of analysis than one was before. However, since most issues ever 
raised are competently discussed in one or other of the papers, they should 
certainly be read by all who work in this field. 
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The book is divided into four parts: “ Theories of the Nature and 
Structure of Expectations”? (Georgescu-Roegen, Shackle and Ward 
Edwards); “* Psychological Approaches to the Study of Expectations and 
Business Behavior” (Herbert Simon, Katona, Meredith, William E., 
Henry and Albert Lauterbach); “ Effective Expectations and Time 
Horizons with Special Reference to Practices in Selected Industries ”’ (Ruth 
Mack, Merton J. Peck and Hans Brems) and “ Forecasting and the Role of 
Expectations in the Economy of the Firm ” (Modigliani, Kalman J. Cohen, 
Robert Eisner, Irwin Friend and William Darcovich). It is clear that a 
comment cannot, in the space of this review, be offered on all papers. 

Georgescu-Roegen’s essay entitled “The Nature of Expectations and 
Uncertainty ’” combines a lucid and critical account of a number of prob- 
ability and expectation theories with a very persuasive exposition of his 
contention that “ the real number system does not suffice to represent all 
expectations and that those expectations which can be meaningfully con- 
nected with a real number form only a special class.” This paper should be 
widely read in particular for its criticism of Savage’s well-known book. To 
a non-specialist, in this field, Roegen’s arguments are pretty convincing. 

Professor Shackle’s “‘ Expectation and Liquidity ” is a beautifully written 
account of his theory, together with an attempt—alas unsuccessful—to 
apply it to the demand for assets. The rather ad hoc machinery constructed 
for this purpose will not do. Indeed, I think one must recognise that the 
Shackleian apparatus, while it affords considerable psychological insights, is 
no more a complete theory of expectations and decisions than any other and 
is open to a number of rather important logical objections—some of which 
become particularly insistent when the demand for assets is considered. 

Herbert Simon’s paper “ The Role of Expectations in an Adaptive or 
Behavioristic Model ”’ is really excellent. Nothing that he says is startingly 
new (partly because he himself has already argued on similar lines on earlier 
occasions), but it is always to the point and very convincing. He draws the 
by now familiar distinction between “ programmed” and “ non-pro- 
grammed ” decisions, argues that the two types must be treated differently, 
shows that there are good grounds for believing behaviour to be “ adaptive ” 
rather than “‘ optimising ” and makes excellent use of the notion of “ aspira- 
tion levels.”” Anyone on the way to firms armed with questionnaires will 
do well to read this paper first. 

The psychologists’ contributions cannot be readily assessed by an 
economist. However, the paper by Meredith, “‘ The Surprise Function and 
the Epistemic Theory of Expectations,” certainly holds the non-specialist 
reader’s attention. He regards the individual in all his activities, as con- 
structing models (expectations) of what the external world is like and presents 
(rather eliptically) a neuro-physiological account of this. From our point 
of view, the interest of this theory lies in the importance which it attaches 
to what Meredith calls “ biography”: that is, the kind of model of the 


~~ 
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external world someone constructs will depend on the kind of man he is, and 
this in turn will depend on his past history. The reason why this view seems 
to me interesting is that it faces us again with a well-known problem: is it 
ever possible to construct a general theory of expectations and decisions, or 
must we recognise the overriding importance of the personal (biographical) 
elementin these processes? One suspects that the answer would be that while 
biography is vital to our understanding of any particular decisions, social 
institutions and the like, assure that many individuals share similar biographies. 
One would like to hear the sociologists on this. (Lauterbach’s paper is of 
some use here.) It may well be that a classification of businesses by “ bio- 
graphical” types would be more illuminating for some purposes than the 
usual “ industry.”” Mr. Meredith seems to me unduly optimistic about the 
willingness of businessmen to allow economists or others to sit on important 
boards for research purposes. 

The empirical papers are all interesting and well worth reading. Both 
Ruth Mack and Merton J. Peck suggest that uncertainty (in the Knightian 
sense) is probably less important in inventory decisions than has hitherto been 
supposed, and they examine a number of ways in which the businesses they 
have studied organise their information concerning the future. Hans Brems 
constructs a model on the basis of which he concludes “ that the timing 
of expected rival response to price changes is radically different from the 
timing of expected rival response to changes in the non-price variables . . . 
(and that) in such circumstances, profit maximisation will turn the odds 
overwhelmingly against price competition.” He illustrates his contention 
with reference to the automobile industry. Robert Eisner uses known 
plans (ex ante data) and actual sales to test a sensible and fairly tradi- 
tional theory of investment decisions. His conclusions are tentative, but 
nonetheless very interesting, particularly since they are not in noticeable 
conflict with current theory. Modigliani and Cohen provide a theoretical 
discussion of “‘ The Significance and Uses of Ex Ante Data.” This is an 
important topic at a time when we can look forward to an increasing flow of 
such data. 

All in all, a most interesting collection, of which a review can only give 
the most imperfect of accounts. 

F. H. Haun 
University of Birmingham. 


Micro-economic Theory: A Mathematical Approach. By J. M. HENDERSON and 
R. E. Quanpt. (New York and London:. McGraw-Hill, 1958. Pp. xii 
+291. 58s.) 


Tuts is a pleasant, well and succinctly written text-book suitable for 
beginners in mathematical economics. Besides an introduction, there are 
seven chapters and an appendix on mathematical techniques. These are 
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elementary determinants, calculus and difference equations. The chapters 
are entitled: “‘ The Theory of Consumer Behaviour,” “‘ The Theory of the 
Firm,” “‘ Market Equilibrium,” “ Multi-market Equilibrium,” “ Mono- 
polistic Competition,” ‘“ Welfare Economics” and ‘“‘ Optimisation over 
Time.” It is seen that the book covers a wider field than its title would lead 
one to believe. Indeed, a major criticism of an otherwise laudable volume is 
that far too much ground is covered in a superficial way and too little in 
depth. 

The superficiality is of two kinds: lack of precision at some important 
points of the argument and a failure to follow on discussion to its proper 
conclusions. A few examples of the first kind are: 


(i) The student is given the impression that utility maximisation 
assures that indifference curves are everywhere convex (p. 14), while, 
of course, they only assure convexity at the chosen basket. The same 
mistaken impression is given with regard to isoquants (p. 51). 

(ii) The impression is given that utility maximisation implies 
strict convexity of indifference curves, and hence single valued demand 
functions (p. 21). This is not so. 

(iii) It is argued that the concept of consumers’ surplus requires 
cardinal utility measures (p. 22 footnote), which is not true. (The 
author gives only the Marshallian definition.) 

(iv) The symmetry of the off-diagonal elements in the well-known 
Hicksian bordered determinant is used in discussion but neither proved 
nor commented upon. 

(v) Houthakker did not prove that, given his axioms, the consumer 
must possess an indifference map (p. 33). The frontier of all points not 
inferior to some collection x and all points not superior to that point is 
not necessarily a collection of points between which the consumer is 
indifferent. 

(vi) The term “ gross substitutes ” is used (p. 123) and not defined 
anywhere. 

(vii) The integration of money into a general equilibrium analysis 
is carried through faultlessly, but the whole section is quite spoiled by 
the nonsensical conclusion that the quantity of money determines the level 
of money prices because it can be shown that equilibrium money prices 
vary directly with the stocks of money (p. 145). In the model the 
authors use the equilibrium rate of exchange of any good for money can- 
not be determined from a knowledge of the stock of money alone. Nor 
could an index of such exchange rates. It is simply a wrong and mis- 
leading use of the word “‘ determine.” 

(viii) The marginal rate of substitution between any two items 
consumed in any one “ week ” must in equilibrium equal the relative 
prices of these two items ruling in that week. Hence this equilibrium 
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marginal rate of substitution, in a multi-week model, is independent of 
interest rates. From this, the authors conclude that the utility function 
U(x, ... Xp), (where x; is a vector of items consumed in week 7) may be 
written as V(c, .. . ¢7) (where ¢; is total consumption outlay in week #). 
This, however, is only true if the marginal rates of substitution between 
any two items in any one week are independent of the amount con- 
sumed of any item in any other week (separability). 


These matters are perhaps not too serious. Indeed, there are few books 


in this field where a similar list could not be made. But the failure to 
pursue any one subject to its proper conclusion and depth is a different 
matter. Examples of these are: 


(i) There is no discussion of consumers’ surplus (except the footnote 
already mentioned), and no discussion of index numbers. Nothing on 
the Leontief—Hicks theorem on aggregation. Nothing on the Le 
Chatelier principle (which the mathematics used could easily have 
dealt with). Nothing on the application of programming to utility 
analysis (although programming is discussed elsewhere). Nothing on 
liquidity preference and the demand for assets, although the Von 
Neumann index is described. Nothing on insurance and gambling. 
Nothing on bilateral exchange. 

(ii) The discussion of production makes no mention of the elasticity 
of substitution and the uses to which it has been put. There is no 
mention of innovations or their possible classification. Separable pro- 
duction functions and their uses in defining “ factors of production ” 
are absent from the chapter. 

(iii) The chapter on market equilibrium makes no use, and contains 
no discussion of, the correspondence principle, although both stability 
and the effects of taxation are discussed separately. 

(iv) No connection is established between the discussion of com- 
munity indifference curves, etc., in the chapter on Welfare Economics 
and the uniqueness of equilibrium analysis of an earlier chapter. There is 
nothing on the role of “income effects ” either in stability or in welfare 
economics. Too little is said on the economics of “ free goods.”’ There is 

“ comparative statics” analysis of the multi-market model, although 
the mathematics used would have been perfectly adequate for this. 

(v) Only one kind of monopolistic discrimination is discussed. 
There is nothing on advertising or product differentiation. Although 
six theories of duopolistic behaviour are given, they are neither evaluated, 
criticised nor compared. 

(vi) There is no discussion of the valuation of capital goods and 
intermediate products. Nothing on the definition of capital. A 
snippet on the period of production. No mention of some of the more 
important recent theories of savings. 
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Clearly there is much to be said for a short book, and if the authors had 
done all or some of the things mentioned they would have had to leave out 
others. But so they should have done. Micro-economics is really quite 
large enough a topic without discussing welfare economics and general 
equilibrium analysis as well. Instead, a chapter on decisions under un- 
certainty, one on savings and one quite separate one on production and 
programming would have been made better fare. 

When all this has been said, one must hasten to add that, in spite of all 
this, the book is an impressive achievement. The presentation is everywhere 
clear and concise, and the authors are thoroughly at home with their subject. 
The teacher, provided he is willing to supplement the gaps in lectures, can 
certainly recommend the book to his students. 

F, H. Haun 


University of Birmingham. 


The Challenge of Development. (Jerusalem: The Eliezer Kaplan School of 
Economics and Social Sciences, the Hebrew University, 1958. Pp. 
233. 7s.) 


Tuis symposium, held in Jerusalem in 1957, includes contributions to the 
sociological, political and demographic as well as economic aspects of 
development. Much the most provocative and stimulating of the specifically 
economic papers is Professor Kahn’s “‘ The Pace of Development.’’ Con- 
centrating on societies in which the labour force is far from being fully 
utilised, he makes a strong case for the adoption of a bold strategy in making 
the steep ascent from backwardness, justly emphasising that “a high rate 
of development from the outset involves current benefit as much as current 
hardship, quite apart from all-round benefit which gradually results from 
the improvement in the means of production.’’ There is a salutary plea 
for exploiting traditional methods of construction on a greater scale (com- 
pare the Chinese irrigation record in the winter of 1957-58) and an equally 
salutary warning of the use of global investment coefficients. 

Given an abundant supply of unused or only partially or ‘‘ imperfectly ” 
used labour, Professor Kahn is surely right in inverting the conventional 
formulation by claiming that it is “‘ as true, and perhaps more illuminating, 
to say that the proportion of the current income of the community devoted 
to capital formation depends in the rate of economic development.” 
Much of his essay is devoted to the optimum methods of securing a greater 
redistribution of consumption in order to facilitate a higher volume of em- 
ployment. It must be added that recent experience serves to confirm 
Professor Kahn’s case for the setting of ambitious targets and for fuller 
utilisation of the labour reservoir, which if properly tapped constitutes 
perhaps the greatest single asset of a large under-developed country bent on 
rapid economic growth. 
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Other contributions include papers by Professor Kuznets on ‘‘ Economic 
Growth of Small Nations”? and by Professor Patinkin on “ Secular Price 
Movements and Economic Development.” In his essay on “‘ Monetary 
Policy in Underdeveloped Countries,’’ David Horowitz, the Governor of the 
Bank of Israel, reviews the dilemmas of a central bank in combating inflation 
when state enterprise is substituted for private initiative and “‘ inflationary 
saving ’’ for the formation or influx of capital. Professor Bachi’s “‘ Trends 
of Population and Labour Force in Israel’ provides the basic demographic 
background to Israel’s economic problems. 

S. ADLER 

Cambridge. 


Business Budgets and Accounts. By H. C. Epey (London: Hutchinson, 
1959. Pp. 174. 18s.) 


Tuts book, by providing an introduction appropriate to economists to the 
principles and practices of business accountancy, makes good a serious 
deficiency in economic literature. For though we economists have by now 
become quite sophisticated about the preparation of statistical statements, 
of both the ex post and the ex ante variety, relating to an industry or an 
economy, we have remained very ignorant about the equivalent procedures 
within the individual firm. We can find our way through the complexities 
of the Blue Book on National Income and Expenditure but are helpless when faced 
with a corporate profit and loss account; we analyse with confidence a 
consolidated balance sheet of ‘‘ the Banking Sector’ but stare impotently 
at the balance sheet of the Bowater Paper Corporation; we are at home with 
the Economic Survey and have a contemptuous familiarity with the antiquated 
budgetary procedures of H.M. Government, while being scarcely aware of 
the existence of business budgets; we have learnt from Professor Devons 
and Mr. Nove about production programmes in the M.A.P. and the U.S.S.R. 
but not about “the physical production plans that decide,” within an 
individual firm, ‘“‘ what work is to be done, and in what manner.”’ Such, 
at any rate, is the ill-balanced state of the English economist’s competence: 
I am not sure that our colleagues in America and on the Continent would 
be so uniformly open to the same criticism. 

Now, however, we have Mr. Edey to guide us into the unfamiliar territory. 
His book is, of course, only an elementary introduction, but this is perhaps 
what we most need: a sympathetic lead into the existing specialist literature. 
For the accounting profession has its own tasks to perform, its own concepts, 
its own way of looking at things, its own convenient fictions, its own mumbo 
jumbo; and all are different from the economist’s. In this foreign land, 
where fact and fiction seem to be inextricably intermingled, we need at first 
the help and advice of a fellow economist who already knows the local 


language and customs, and this is precisely what Mr. Edey offers us. 
No. 276.—voL. LXIx. 3E 
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He explains in his introduction that the business accountant has to satisfy 
different masters: the shareholders, the directors, the tax authorities and 
(in case of liquidation) the courts. Rightly, in this book, he concentrates 
on the role of accountants in assisting the directors: this they do (he explains) 
by facilitating the setting and the achievement of three “‘ targets’: a target 
for revenues and costs, a target for the availability of money and a “ target 
pattern of resources other than money ”’ (p. 12). 

These targets are commonly recorded in three principal budgets, each 
further subdivided and each covering every month in the forthcoming year: 
the general profit and loss budget, the finance budget (recording the planned 
flows of money into and out of the business) and the budgeted balance sheet. 
In a passage which might equally serve as an apologia for the Economic 
Survey or a war-time aircraft programme, Mr. Edey explains that— 


“‘ the preparation of the budget imposes a discipline on all members of 
the organization, in that it causes them to consider and reflect on what 
they intend to do. Furthermore, the budgeting procedure, if properly 
carried out, provides a safeguard against different departments of the 
business having mutually contradictory plans. And once the budgets 
have been established and approved they provide an operational plan 
of action for the guidance of all concerned. The checking of the 
actual results (the figures for which are provided by the accounting 
system) against the budgeted figures provides information on the 
course affairs are taking, and this may lead to changes in the way 
things are being done, or in the plans and budgets themselves, or in 
both. The comparison may also help to improve budgeting procedure 
in later periods.” 


** The year seems to be a natural period for human planning and most 
businesses that have budgets prepare them annually.’”’ This surely means 
that the figures relating to the later months of the forthcoming year will, 
when this time arrives, already be months out of date as forecasts and perhaps 
quite inappropriate even as targets. One is therefore surprised to learn 
that relatively few businesses adopt “ a continuous process of annual budget- 
ing at . . . monthly or quarterly intervals’: nor (even more surprisingly) 
does Mr. Edey believe that they should: “‘ There is something to be said for 
getting a definite plan for a definite period into one’s mind and keeping it 
there until the end of the period, even though you know that adjustments 
will have to be made to it as time runs on”? (p. 46). 

The passage I have just quoted is the only case where I found Mr. 
Edey’s views less than completely persuasive: otherwise he manages not 
only to anticipate all the queries which occur to an economist-reader but 
also to provide answers which struck me as well balanced and reasonable. 
I therefore commend his book “‘ not merely to newcomers to economics but 
also to old hands seeking an introduction to Business Budgets and Accounts.” 

Brian TEW 
University of Nottingham. 
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Introduction to Operations Research. By C. W. CuHurcuMan, R. L. Ackorr and 
E. L. Arnorr. (New York: John Wiley (London: Chapman & Hall), 
1957. Pp. 645. 96s.) 


Economists have become accustomed to the rate of growth in terminology 
exceeding that of the subject-matter with which it purports to deal. Small 
wonder, then, that one approaches a book on “ Operations Research ” with 
some misgivings. But reassurance comes quickly, for these two words 
singly or in combination stand not for yet another theoretical variation but 
for an attempt to apply existing techniques, suitably modified, to the 
practical solution of business, military and government problems. As 
befits such inquiries, the approach is eclectic. More significantly the 
emphasis is on research by teams composed of a number of specialists. 
The potential gains from specialisation are applied to the discipline of 
research itself. 

The training grounds of operations researchers would appear to be 
mathematics, engineering, natural science, psychology and economics, 
together with the administrative units to which the study refers. If this 
book is representative of the field of operations research, there is a clear 
indication that mathematics has an important part to play. 

The feature common to all the problems is that of adapting available 
means in the best manner to attain the specific ends of the interest group con- 
cerned. An economist might therefore be surprised that there is no dis- 
cussion in terms of utility, preference systems, opportunity cost and the like. 
But the three authors of this volume do not include an economist within their 
number though one is well aware ot much economic sense and judgment. 
This is particularly apparent in the chapter on “ Weighting Objectives,” 
which overlaps the problems economists have been grappling with in welfare 
economics. 

The writers recognise that these objectives are largely non-economic and 
often non-quantitative and go on to suggest that since, for useful solutions, 
some weights must be attached this is best done clearly and specifically. 
But at this point the argument becomes blurred. Methods for the derivation 
of weights are advanced which could lead the less-discerning reader to con- 
clude that these weights are a good deal more objectively based than in fact 
they are. 

There is also too great a confidence in the ability to quantify such aims 
as “retention of family control in a business.”” The problem is correctly 
framed, but there is too much impatience to produce answers. Fortunately 
in practice the problems with which operations researchers have been most 
successful are those where it has proved possible to minimise or eliminate the 
problem of weighting. Attention is focused on the choice of optimum 
methods of organisation within firms rather than within society or industry. 

Analysis accompanied by practical illustration is provided for five 
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different classes of problem: inventory models and the choice of optimal 
inventory policy; linear programming and allocation policy; queueing 
models, an aspect of the theory of stochastic processes, and their application 
to traffic and pipeline congestion; replacement in theory and practice; 
games theory and its relation to the explanation of competitive bidding. In 
each case the treatment is well graduated and the argument lucid, though the 
non-mathematician will rather quickly find the going heavy. This is no 
bad thing. The tools used and the clarity and relevance of the many 
practical examples are such that some investment in the necessary mathe- 
matics will prove worthwhile. 

Of more immediate concern are the conclusions that may be drawn by 
the more mathematically minded., To illustrate, in the chapter on replace- 
ment models the correct timing of replacement is analysed in terms of the 
minimisation of cost under conditions of known life and effectiveness, on 
the one hand, and on the other, in terms of the probability distribution of the 
effective lives of machines. At no point is any attention given to expectations 
of demand, which may have marked effects on the choice between machines 
with different lifetimes. Hence, it is not surprising to find the name of 
F, A. Lutz does not figure in the extensive bibliography. 

What, then, does this add up to? 

This is an important book, full of fruitful ideas, and useful techniques with 
a growing field for application. But two things are clear; the economic 
student must be well-versed in his discipline before digesting the contents, 
and the operations research team on any project should most certainly 
contain a well-trained economist. 

Ma coin R. FisHER 
Downing College, 
Cambridge. 


The Motor Industry. By G. Maxcy and A. Sitserston. (London: Allen 
& Unwin, 1959. Pp. 245. 25s.) 


Tuis is a book of much wider interest than its title indicates. It is not 
only that everyone can claim some familiarity with the industry and its 
products so that it provides acceptable illustrations for text-books. The 
motor industry is, in a sense, the archetypal industry of the early twentieth 
century in much the same way that the railway mirrored the forces of 
industrial development in the mid-nineteenth century and cotton those in 
the late eighteenth. The motor car is the typical durable consumer-good 
and is of special interest, therefore, in demand analysis. It is produced by 
techniques extending from the craftsman and the small workshop to the 
automatic factory, and illustrates both the progress of technique and the 
influence on it of scale of production. Since technical change is rapid and 
producers are few in number, it also provides a useful case-study in oligopoly. 
The demand for motor cars is already the subject of a considerable 
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literature, but there is a lack of studies concentrating on the circumstances 
governing supply. The authors furnish a very readable account of the 
structure of the industry and of the workings of competition in it. But they 
do much more: they attempt to give quantitative expression to such con- 
cepts as the technical optimum and the short- and long-run cost curves of 
the firm. Both curves, although downward sloping, show too gradual a fall 
in relation to the presumed elasticity of demand to make price-competition 
a worth-while gambit. In the short run, prices tend to be kept stable or to 
be adjusted in line with the variable cost of labour and materials; in the 
long run, competition takes the form of trying to hit the public taste more 
successfully with a new model at the going price. 

The authors suggest that, in the short run, variations in output have 
relatively little effect on unit costs; for a weighted average of cars, vans and 
trucks, fluctuations between 20% above and 40% below “ capacity ” are 
unlikely to cause standard costs to vary by more than 5% either way, al- 
though for a single model the curve may show a slightly steeper slope. This 
is taken at other stages in the argument to show that fixed costs are not par- 
ticularly heavy; they come to only 16%, at standard volume, for the firm 
supplying the particulars, and to about 13% at full capacity. It is, however, 
a little misleading to quote ratios of this kind, since the variable costs of the 
car manufacturer are equally low, and nearly 70% of total factory cost in the 
example given represents bought-out parts and components. Suppliers 
have their own fixed costs; but do they quote lower prices when demand 
falls off? ‘The authors hint, when discussing the advantages of vertical 
disintegration, that they may do so; they do not raise the issue in relation to 
the short-period cost curve. 

The long-run cost curve seems to fall more steeply than the short at 
outputs under 100,000 a year and less steeply at outputs above 200,000. 
The authors argue that there are technical economies in body pressings (and 
perhaps some components) up to outputs of | million a year, in machining 
up to the half million mark and in assembly up to about 100,000. They give 
figures, supplied by one of the larger firms, that imply a fall in unit costs of 
only 13% through a fourfold expansion from 100,000 to 400,000 a year. 
But this estimate is certainly too conservative: for example, it shows no fall 
in fixed overheads after 300,000, no reduction in variable indirect costs 
(supervision, maintenance, etc.), and takes no credit for economies accruing 
to suppliers as a result of the expansion. It is not altogether clear to the 
reader whether the curve is supposed to relate to an integrated firm making 
its own bodies, an ambiguity of no little importance when the cost of the 
body is one-third of the factory cost of the car and the major economies of 
scale at volumes in excess of 100,000 are in body-building. If the curve 
does relate to an integrated firm it is difficult to fathom what is included in 
the 70% of total cost that goes on components and materials; but if it is not, 
then the curve seriously underestimates the technical economies of scale. 
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The authors themselves suggest that doubling output to 200,000 units 
would achieve a saving of 10%, and a further doubling to 400,000 would 
increase this to 15%: if the output of the industry were expanded fourfold 
they would expect a reduction in costs of one-fifth to one-quarter. It is not 
altogether easy to reconcile these estimates with the fall in real costs per vehicle 
between 1930 and 1937, which they put at 35% (for a doubling of output), 
or the subsequent fall of perhaps 20-25% between 1950 and 1955 (when 
output increased by 50%). No doubt, as the authors emphasise, the average 
size of car was declining in both periods and there was also some progress in 
the technique of manufacture independently of the effects of expansion. 
Nevertheless, the reader may feel that on one of the major issues the authors are 
under-stating their case. He may also feel that they leave him with a very 
vague idea of the proportion of British output consisting of models in the 
100,000-a-year class, and no idea at all that the scale on which the Volkswagen 
is manufactured is 3,000 a day. 

There are a number of other questions to which one would like a more 
definite answer. If a firm produces a successful model, why does this not 
give it a cumulative advantage, even at moderate demand elasticities? 
Why do some models succeed while others fail? Why do the Volkswagen 
and Dauphine occupy a place in their own countries that no similar car 
occupies in Britain? If variety is costly, what elements of variety cost 
most, and are they the elements that most enhance the appeal of the car? 
It is possible to assemble 1,000 cars a day, each different from the others, at 
no appreciable extra cost, provided they use the same jigs, spraying sheds and 
so.on; but it is not possible to give them all a different silhouette. Could 
standardisation be carried further without injury to sales? Or are manu- 
facturers the prisoners of their own marketing organisation, forced to imitate 
their rivals and yet offer something recognisably different? At what rate 
is the technical optimum expanding from one decade to another, and is the 
lag of British firms behind the optimum growing or contracting? 

If these questions are not answered it is not because they have escaped 
the authors. They have done a workmanlike job and give to the non- 
technical reader a vivid picture of the things that matter to those who 


manage the industry. 
A. K. Carrncross 
University of Glasgow. 


Effects of Mergers : Six Studies. By P. Lestey Cook with the collaboration of 
Rutu Cowen. (London: Allen & Unwin, 1958. Pp. 458. 42s.) 


Most studies of industrial combination are concerned with a description 
of the processes of change and of the forces that give rise to them. The 
authors of this book, while providing a useful account of the organisation of 
six industries over a long period, also try to estimate what might have | 
happened in the absence of the mergers they describe and, on the basis of 
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this judgment, to reach a conclusion about whether the public interest would 
have been better served by any likely alternatives. Investigators of this 
type of problem usually limit themselves to a judgment of whether, af a 
particular point of time, the organisation and behaviour of an industry are open 
to objection on the grounds of public interest. They may extend their judg- 
ment beyond the present and speculate about the future effects of the 
monopolistic organisation under review. In doing so they may have to take 
account of operations in the recent past. But they are not usually called 
upon to consider how a situation, which is the result of a chain of decisions 
in the past, might have differed if the initial decisions had not been taken. 
Indeed, since such decisions are irrevocable, the alternative situations that 
might have arisen are irrelevant to any criticism of the present organisation. 
However, the task which the present authors have set themselves is much 
more ambitious than that of inquirers into contemporary industrial organisa- 
tion, for they have sought to reconstruct a series of historical situations and to 
judge successive decisions over a long period of time. This approach brings 
a lively interest to their study, even though doubts may sometimes be enter- 
tained about the validity of particular reconstructions. 

In the case of the cement industry, the authors conclude that, in the 
absence of mergers, concentration in relatively few firms would ultimately 
have occurred by the expansion of the more efficient, but that the elimination 
of other firms would have been long delayed because of market imperfections. 
This would probably have kept costs higher than they actually were, and 
prices would have fluctuated more widely. Profits would have been lower if 
competitive conditions had prevailed, but in all probability restrictive cartels 
would have been established from time to time with unfavourable effects on 
both costs and prices. On balance, it seems unlikely that any alternative 
course of development to that actually followed would have yielded sub- 
stantial advantages from the standpoint of the public interest. 

For calico printing the same conclusion is reached, though with some 
hesitation. Again, the authors are impressed by.the fact that competition 
(in the absence of the combine) would have been too imperfect to eliminate 
quickly the less efficient firms. They seem to give insufficient weight to 
the industry’s arrangements for curbing price competition and sharing out- 
put, arrangements which might have been less effective in the absence of the 
C.P.A. The authors’ conclusions about the soap industry, where “ bigness 
benefited the consumer,” are also debatable and do not emerge clearly from 
their description of the course of events. It is shown that for many years 
the Lever combine failed to take advantage of its power to rationalise pro- 
duction and sales, and that selling costs, in consequence, were unnecessarily 
high. They refer to the merits of size in connection with research and 
development, but they fail to observe that many innovations in soap-making 
came from the Italian industry, which is composed of a large number of 
competitive firms. In the case of the glass and motor industries, mergers 
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played a minor part in the evolution of a highly concentrated structure, and 
the discussion, therefore, resolves itself largely into an examination of the 
merits of the economies of scale in those trades. 

In general, the authors find that the disadvantages of mergers lie in 
the short-run effects on prices, and that these are offset by the elimination of 
inefficient firms and capacity, by the reduction of the waste that attends 
imperfect competition and by the technical and commercial economies which 
large firms can promote. Mergers, they say, are unlikely to be successful 
unless there are considerable economies of scale, and they are unlikely to 
take place unless these are difficult to achieve without mergers. In other 
words, mergers can be regarded as a method of bringing about a “ higher 
organisation ”’ in an industry (to use Professor D. H. McGregor’s term), and 
in the industries under review the authors think that the mergers have 
achieved this result. Their conclusion, however, does not mean that com- 
petitive forces have been inconsiderable factors in promoting progress, for 
** long-period price competition ” has seldom been “ stifled to any important 
degree.” It may be thought that the survival of competitive pressures in 
these industries was a condition of their continued economic efficiency, and 
that if attention were to be concentrated on the short periods in which the 
industries were able to escape from these pressures-the verdict would be less 
favourable. This is borne out by the authors’ criticisms of the mergers at 
certain stages in their growth. __ It is not to be expected that outside criticism 
can often strike at the foundations of a long-established industrial organisa- 
tion. Such criticism can be most usefully applied to an industry at a 
moment when its organisation is in process of change and to particular 
aspects of its behaviour. Probably the chief value of the book lies in the 
chapters where these detailed criticisms are proffered rather than in the final 
verdicts. 

G. C. ALLEN 
University College, 
London. 


Malaya: A Political and Economic Appraisal. By L. A. Mitts. (Minneapolis, 
Minn.: University of Minnesota Press (London: Oxford University 
Press), 1958. Pp. xi + 234. 30s.) 


Tue author of this book, who is Professor of Political Science in the 
University of Minnesota, is already well known for his writings on South- 
East Asia; this addition to them is to be welcomed. 

Professor Mills’ first five chapters are mainly in narrative form; and the 
story that they tell is primarily that of recent political and constitutional 
developments in Malaya and Singapore, but at intervals there are comments 
on economic topics. Many of these are interesting and refreshing: Pro- 
fessor Mills is, for example, more critical than most authors of the role of the 
rubber companies and of the planters during the 1920s. His economic 
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paragraphs briefly sum up the story of the growth in Malaya of com- 
mercial agriculture and of a rich entrepot trade, and show the effects of 
these developments on a Malay population who had traditionally been 
subsistence rice farmers and fishermen. 

The first of these five narrative chapters takes the story up to the outbreak 
of the war with Japan. The second is concerned with the “ change and 
reconstruction ” following the Japanese surrender: here Professor Mills 
handles critically, but fairly, the astonishing episode of the MacMichael 
mission and its attempt to combine all the Malay States into a Malayan 
Union; and he rightly points out that it was this episode more than anything 
else that ‘‘ wrought the miracle of making the Malays lose their indifference 
to politics.” Chapter 3 is entitled “The Communist Rebellion”; it 
starts with an account of the first, infiltrating phase of Communism in post- 
war Malaya, and passes on to the emergency of 1948, to the Briggs Plan, 
and to the Templer régime. In the case of the last two topics there is a 
tendency to stick a little too closely to narrative; Professor Mills does not 
allow himself to be enticed sufficiently far into comment and criticism, and 
his treatment of the ‘‘ New Villages ’’ hardly lives up to the promise in the 
publisher’s blurb that “it may well be controversial.” He is, however, 
interestingly critical about the virtual suppression of the Secretariat for 
Chinese Affairs, an action which is said to have deprived the Government at 
a vital moment of invaluable links with Chinese opinion, feeling and sources 
of information. Chapters 4 and 5, on “ Communalism and Self-govern- 
ment” and “‘ Merdeka”’ respectively, deal with moves towards political 
independence in post-war Malaya against the background of a plural society 
in which political parties tend to be communal in character; it takes 
the story up to the formation of the Malay—Chinese Alliance party and 
the coming of independence to the Federation of Malaya on August 31, 
1957. 

Chapter 6 departs a little more from strict narrative form than its pre- 
decessors, and considers the special economic, social, political and strategic 
problems of Singapore. Chapter 7 follows naturally, since it is concerned 
with Malaya and Singapore in Commonwealth defence. 

Professor Mills concludes with two chapters on economic affairs, which 
give a very useful and readable summary of the present state of the rubber- 
planting industry in relation to such considerations as the probable future 
demand for natural rubber, the tendency for capital to be discouraged by the 
political climate, and the taxation structure in Malaya. The discussion of 
other facets of the Malayan economy is rather less adequate, and there is 
hardly any mention of the problems of rice production and peasant farming 
(apart from rubber small holding). 

Professor Mills’ book is a useful summary of the recent political and 
constitutional change in Malaya and Singapore, though it stops just short of 
very recent events in the latter. His account is fair, readable and generally 
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accurate. But it is not in the nature of this book to be profound or analytical, 
or to discuss such general issues as the suitability of representative govern- 
ment in a plural society or the impact of social change on politics. His 
economic comments are often shrewd and interesting, and his book can be 
read with profit by anyone seeking an introduction to Malayan economic 
affairs. But it is hardly a book for the expert on Malayan economics or on 
the economics of an under-developed society. 
B. H. FARMER 
St. John’s College, 
Cambridge. 


Land Reform in Japan. By R. P. Dore. (London: Oxford University 
Press, 1959. Pp. xvii + 510. 55s.) 

Essays ton Japanese Economy. By Suiceto Tsuru. (Tokyo: Kinokuniya 
Bookstore, for the Institute of Economic Research, Hitotsubashi 
University, 1958. Pp. 24.) 


THE dispossession of landlords, especially absentee landlords, and the 
transformation of tenants into peasant proprietors are regarded by many 
people as the solution to rural problems and the key to greater agricultural 
output. There may be excellent social and political reasons for land reform 
of this type. It is much more doubtful whether it will lead to greater 
efficiency and increased productivity. Japanese experience provides a 
useful testing ground for the student of land reform. Before the War Japan 
had a mixed system of tenants and peasant-owners under which considerable 
agricultural progress was made. But there was increasing dissatisfaction 
among the tenants in the inter-war period that they were receiving less than 
their due share of the national bowl of rice. Measures of rural relief by a 
sympathetic government in the 1930s reduced peasant discontent but left 
unsolved the basic tenancy problem. The post-war occupation authorities, 
with the support of many Japanese, implemented their policy of “‘ demo- 
cratisation,” not only by dispersing the Zaibatsu, dedeifying the Emperor 
and encouraging the trade unions, but also by carrying out a widespread 
reform of the land-tenure system. The background, implementation and 
effects of this revolutionary institutional measure is the theme of Professor 
Dore’s scholarly study. 

The author has used Japanese written sources and, equally important, 
personal observation in the villages, to give us an exhaustive and authorita- 
tive account of this subject. Although his sympathies generally lie with the 
tenants, he discusses with balance and insight such emotive topics as the 
contribution of landlords to agricultural development. Among them were 








































enough “ energetic and keen agriculturalists . . . to contribute a great deal | 


to the increases in productivity which took place in Japan after the Meiji 
restoration.”” He makes clear that the system of land tenure was only one 
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among many factors responsible for rural distress and is equally careful to 
avoid dogmatic statements on the causal relations between rural distress and 
military aggression. Much of the book is devoted to the social and political 
structure of the villages. His detailed case studies of households and hamlets 
at times interrupt the flow of the narrative, but they enliven the text and 
provide a salutary reminder of the dangers of generalising about Japanese 
rural life. 

The changes in land tenure have been hailed as the most successful reform 
in Japan since the War. One can justly criticise many writers, including 
Professor Dore, for not stating rigorously the criteria by which this success 
is gauged. The impression I get is that a politically quiescent peasantry 
was one of the major reasons behind, and one of the main beneficial effects 
of, the reform. ‘The economist will judge its success in terms of, inter alia, 
utilisation of resources, productivity and the contribution of agriculture to 
general economic development. That there have been remarkable im- 
provements in agriculture and in rural living standards in recent years is 
clear. To a large extent these are to be attributed to government support 
and abnormal post-war conditions rather than to changes in tenure. The 
reform has not removed the basic problem of scarce land and capital relative 
to labour. In fact, it has reduced the average size of holding. In his 
chapter entitled “‘ Permanent Reform or Temporary Interlude ” the author 
also discusses the difficulties of preventing land alienation and the revival 
of tenancy in a future period of depression. 

Professor Dore’s book must certainly rank as one of the most significant 
contributions in English to Japanese economic history. It is to be hoped 
that in a few years time, when the new system has been operating longer 
and when the effects of cheaper food imports and reduced government aid 
may be felt, the author will give us a further assessment of the role of land 
reform in the Japanese economy. 

Professor Tsuru is one of Japan’s best-known American-trained eco- 
nomists. This volume is a collection of eight articles previously published 
in Western and Japanese journals and, like the curate’s egg, it is good in 
parts. Part I contains six essays on post-war problems of the Japanese 
economy. Although these were important and topical at the time of writing, 
many of them are now dated. The most valuable is the article on “‘ Em- 
ployment in Japan: Problems and Prospects,” which focuses attention on 
the difficulties of absorbing the rapidly growing labour force and stresses the 
need to increase exports if full employment is to be achieved and main- 
tained. There is also a useful study of macro-economic planning in Japan, 
illustrated with many statistical tables. In Part II there is a long essay, 
written in 1941, on “ Japan’s Economy under the Strain of the China 
Incident.” This was admittedly penned without adequate statistical data. 
It illustrates the dangers of making economic prophecies, for the author 
believed that by 1941 the China war had almost exhausted the Japanese 
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economy. The second historical essay on “ Economic Fluctuations in 
Japan 1868-1893,” reprinted from the Review of Economic Statistics, Vol. 23, 
No. 4, is the best known and most important in the book. It is a concise, 
well-illustrated analysis of the cycles which occurred during the vital 
formative period of Japanese economic growth. 
W. J. MaczHErRson 
Gonville @ Caius College, 
Cambridge. 


Furness and the Industrial Revolution: An Economic History of Furness (1711-1900) 
and the Town of Barrow (1757-1897). By J. D. MarsHaty. (Barrow- 
in Furness: Barrow-in-Furness Library and Museum Committee, 1958, 
Pp. xxii + 438. 23s.) 


For much of the period covered by this study, Furness lay outside the 
main stream of industrial development, although its coastal position and the 
early development of the charcoal-iron industry meant that it was subject 
to a variety of external influences. In the mid-nineteenth century, however, 
the coming of the railway and the establishment of the Hindpool iron works 
transformed the area. For twenty-five years the history of Furness, and 
more particularly the town of Barrow, is an admirable example of break-neck 
industrialisation. ‘Then, in the last quarter of the century, the growing use 
of non-phosphoric and imported ores, and the subsequent exhaustion of the 
hematite mines, brought economic difficulties from which the area was 
rescued only by the development of the naval shipbuilding yards at the very 
end of the century. 

There is much in this volume to interest the student of railway history and 
of the general industrial history of the nineteenth century: Dr. Marshall 
tells his story with a wealth of detail and makes full use of the available 
statistical material, and he certainly casts his net unusually wide. For 
example, he traces the consolidation of landownership in the eighteenth and 
early nineteenth centuries and the increasing social stratification which 
accompanied it—a topic of peculiar interest in an area which at the beginning 
of the eighteenth century could still boast a predominantly peasant society. 
Nor does he neglect the human aspects of his subject: considerable attention 
is devoted both to the part played by individuals in the development of the 
district—though the author is certainly more critical of the activities of the 
great industrialists than is at present fashionable—and to the effect of social 
change on the life of the people. 

On the whole, Dr. Marshall takes a decidedly pessimistic view of the human | 
consequences of industrialisation, and this reviewer, at least, finds much of | 
his argument compelling. It must be confessed, however, that his account | 
rests heavily on evidence connected with housing and educational facilities, 
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general social conditions and mortality rates, and rather less is said about 
purely economic desiderata. The local materials for a study of wages and 
prices are admittedly scanty, but what Dr. Marshall has to say on this score 
is not entirely above criticism. He points out, for example, that the defla- 
tion of local wage-rates by Silberling’s price index gives a spurious impression 
of rising real wages after the Napoleonic Wars, and I am not altogether clear, 
therefore, why the fact that wages lagged behind the index during the war 
period should apparently be accepted at its face value, despite the evidence 
of increasing expenditure on the poor. (Incidentally, the author’s com- 
parison of wages in eighteenth-century Furness with those in other districts is 
somewhat misleading: the reference on p. 40 to the movement of wages in 
the “ country at large ” should be to the county (of Lancashire) at large, and 
the error is repeated in a quotation from Mrs. Gilboy’s study of eighteenth- 
century wages in a footnote on the same page.) 

Some of the most interesting, and perhaps also the most controversial, 
pages of this study are those devoted to demographic questions. Dr. 
Marshall thinks that the population upsurge in the late eighteenth century 
should be mainly attributed to a steadily depressed death-rate. It is 
difficult to demonstrate the point statistically, and the figures he quotes in 
fact suggest that the birth-rate rose and the death-rate fell by roughly the 
same amounts. ‘This is not surprising, since the population estimates on 
which the rates are based were apparently derived from the figures of bap- 
tisms and burials on the assumption that changes in birth- and death-rates 
tended to cancel each other out. In so far as there was a decline in mor- 
tality, however, he evidently considers that it took place in all age-groups, 
and not primarily among juveniles, because burials of “sons” and 
“daughters ” constituted roughly a third of the total number of burials 
recorded in the registers throughout the century. But he has surely over- 
looked the probable effect of increasing numbers on the age structure of the 
population. During the eighteenth century, the average number of baptisms 
more than doubled, and unless we assume that the total population grew 
equally fast—which would imply that the rate of growth in Furness was as 
high as in the rest of Lancashire, and very much above the national average 
—the figures would certainly suggest that there was a relative decline in 
mortality among the younger age groups in the population. 

This point illustrates both the strength and weakness of the volume. 
For it could be argued that by casting his net so wide, Dr. Marshall has 
attempted too much. Those who are less interested in the detail of local 
history may wish that he had concentrated more on a selective and compara- 
tive analysis of some of the outstanding problems of general interest sug- 
gested by the history of the area, even at the expense of a fully comprehensive 
chronological treatment. But few will doubt the importance of the evidence 
provided by the local investigator in contributing to the solution of wider 
questions, and the Barrow Committee is to be congratulated on its enterprise 
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in making available a valuable addition to the stock of local studies which 
are helping to enrich our knowledge and understanding of the past. 
W. A. CoLe 
Department of Applied Economics, 
University of Cambridge. 


History of the Brewing Industry in England, 1700-1830. By P. Maruias, 
(London: Cambridge University Press, 1959. Pp. xxviii + 596. 
85s.) 


Tuis is a work which deserves praise from every point of view—as a piece 
of sustained, critical research, as a valuable contribution to the study of the 
Industrial Revolution, as perhaps the first scientific investigation of the 
development of the brewing industry in this country. In this latter context 
its value is greatly enhanced by the fact that the author has had access to 
unpublished material and to the papers and records of some of the most 
famous brewing firms which tradition and caution have hitherto kept hidden 

‘—and it is to be suspected largely forgotten—in the companies’ vaults. 
Even from this point alone the book marks a stage in the study of this 
industry in providing so much material for further use. How much more 
does the author achieve and where do we arrive? ‘The book, for all its 
600 pages, is a section only of the problem, a section in time and a section 
in place; that is to say about a hundred years in time, and virtually re- 
stricted to London in place. There are obvious reasons for this restricted 
approach, and it is in the pattern of modern historical research; it may 
indeed be argued that anything else is virtually impossible. But it has to 
be realised that such an approach must involve the great danger of over- 
emphasis and of distorted perspective. 

Very briefly the theme of the study is that “ porter ” was invented at 
the beginning of the eighteenth century; that porter was particularly and 
uniquely suitable for large-scale brewing; that the problem and cost of 
transport and the poor keeping qualities of ale or beer as then known 
restricted large-scale brewing to areas where a large market was imme- 
diately at hand; and that therefore London was the obvious place in 
which large-scale development could alone and did first take place. In 
due course, a century later, improvements in knowledge and technique 
made it possible to treat ale on the same lines as porter; and the revolution 
in transport in the 1840s changed the whole market position. In other 
words, in the author’s views porter and porter alone made possible that 
expansion of large-scale brewing that started and developed in the eighteenth 
century. It is an interesting suggestion, but it is doubtful if it can be sub- 
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stantiated. That large-scale development and all that goes with it occurred | 


is undoubted—but can one name porter as the cause rather than the 
subject? 
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It is here that we see clearly contrasted the advantages and the dis- 
advantages of taking a limited period in such a survey. The author is 
between a dilemma of his own creation. The germs of expansion in the 
brewing industry were in fact already there and working; new markets 
were inevitably developing that not only justified but also required wholesale 
production; an ingenious brewer produced the new “ porter,” a more 
uniform and better product than much that was then being sold; and it 
caught the public taste. At once others followed, and porter became the 
rage. One can perhaps see the first stages of this same thing happening 
to-day in regard to lager beer. 

This in no way minimises the value of the author’s meticulous account 
of how large-scale brewing developed in the eighteenth century; the prob- 
lem first of all of a seasonal industry with its subsidiary problems of the 
financing of heavy outgoings at one period in the cycle and the handling 
of heavy accumulations of cash at another period. The growing needs of 
an expanding industry, the over-optimism of individual brewers, the effects 
of normal trade fluctuations and of abnormal crises due to wars and scarcity; 
all would have brought in the problem of finance and the need of the banker. 
But in this case the position was different from other industries develop- 
ing in this same period, in that the brewing industry provided surprising 
amounts of largely short-term cash for use elsewhere. It was this that 
above all produced that close link between banking and brewing that 
marked the latter half of the eighteenth century and the early years of the 
nineteenth. 

Equally noteworthy, as the author emphasises, was the interdependence 
of brewing and two important agricultural activities—barley-growing and 
hop-growing. No one has indeed ever devised any other use for hops— 
apart from the old-fashioned sleep-producing pillows of our grandmothers; 
and brewing came in time—but not in the period of this study—to dictate 
to a large extent the types of barley to be grown, and to provide a most 
profitable and assured barley market. It is, however, only in this century 
that in fact the brewing industry has materially contributed to the scientific 
side of agriculture. 

The author is wholly right in claiming brewing as an important item in 
the industrial revolution; but it is difficult to accept his view that it led 
the industrial revolution. It is certain and interesting that it was perhaps 
the most notable example of that revolution in the south of England, and 
in particular that it linked London with the Industrial Revolution in a way 
that has not been recognised. The position of London as the centre and 
heart of the new industry of brewing is indicated by the fact that, although 
brewing was spread all over the country, it was not till 1822 that the country 
brewers organised themselves as a representative body; and then it was due 
to the fact that London brewers were having an altogether disproportionate 
effect on legislation and administration that affected the whole country, 
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where there were rapidly developing markets of their own in the Midlands 
and the North. 

The author gives some very interesting figures of the early growth of the 
tied-house system. The policy is seen to date from a much earlier period 
than the ordinary man in the street or the present-day critic realises. Bar- 
clay Perkins, for instance, had over 500 tied houses in 1830, the end of the 
period under survey, and the three biggest London brewers had then about 
1,400 tied houses between them. This pattern was at this period probably 
largely limited to London, but even so, it would be difficult to think of any 
other industry in this or any country where this type of direct link between 
supplier and retailer had proceeded so far. What is interesting is that in all 
this period and indeed during the whole of the nineteenth century this 
** tie ” went largely unnoticed and uncriticised; it is only in this generation 
that it has attracted so much notice, due no doubt to the fact that now some- 
thing like 95% of ordinary public-houses are “ tied.”” The author records 
the developments and gives the motives and reasons that influenced this 
policy of the big London brewers; he does not attempt, except perhaps by 
remote implication, to express any view on the soundness of the policy, nor 
does he debate it from the broader economic point of view. Neither aspect 
can be ignored. 

The system of controlled outlets is curiously enough the only direction 
in which integration has played a major part in the brewing industry. 
The author devotes chapters to malting, barley growing and hop growing. 
In malting practice varied greatly, some brewers did a large part of their 
own malting, others did none; but over the whole industry malting re- 
mained very largely in independent hands, while barley growing has always 
remained almost wholly independent; and hop growing has been indulged 
in by only very few brewers. 

Beer has always—at least in the last three centuries—played a part in 
national life that in two ways differentiated it from other industrial activities. 
In the first place, as the author points out, its contribution to the national 
exchequer has always been important and at times fundamental. In the 
mid-1730s the malt tax and the beer tax between them contributed a 
quarter of the total national revenue from taxation. In 1806 malt beer and 
hop excises brought in almost one-fifth of the total revenue of Great Britain 
drawn from taxation. Why beer and alcohol have always been a major 
objective and victim of the Revenue may be a matter of some wonder, but 
it is not irrelevant, as the author points out, that the brewing industry was 
found to “ tolerate increments in the rate of excise more successfully than 
any other commodity.” Beer still contributes very substantially to the 
national revenue and still fairly successfully survives the heavy taxation load | 
put on it. 

The other point the author rightly makes is that beer has always hada | 
too conspicuous position from the social and moral point of view. In the ' 
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latter part of the period covered by this book beer had become the tem- 
perance reformers’ most effective weapon, both in this country and in 
Ireland, in their efforts to stem the growth of gin drinking. Since then we 
have seen the reformers attack the stalking-horse itself; and whatever 
individual views may be, it has until comparatively recently been the 
apparent accepted public view that there must be strict, and ever stricter, 
control on the retailing of beer. This is not an aspect to which the author 
devotes direct consideration, but he points out the economic fact that the 
excise duty had in the period under review, as it has always had, an im- 
portant and a disproportionate effect on the pricing policy of brewers and 
publicans. It has tended to obscure the competitive aspect and certainly 
to obstruct pricing policy. 

All this but tends to illustrate what a complicated subject the history of 
brewing really is; this book, long as it is, has not perhaps been able to do 
more than set the stage for a detailed and critical consideration. When 
that is done it would seem to the reviewer that a clearer and a truer picture 
will be obtained by eliminating to a large extent from the account the 
ancillaries—the brewing materials, the incursion of individual brewers into 
politics and the like; and at the same time lengthening the period of review. 
There is really no argument for stopping at 1830, except the untenable 
argument that there was a recognisable line between the “ Age of Porter ” 
and the “ Age of Ale.” But while making that comment one must again 
say what a remarkable achievement this book is and what a valuable contri- 
bution it is to a hitherto largely unstudied subject. 

Hucu BEAVER 
Park Royal Brewery, 
London. 


No. 276.—voL. LxIx. 3F 

































NOTES AND MEMORANDA 
A CASE STUDY OF RESPONSE TO PRICE IN AN 
UNDER-DEVELOPED COUNTRY 


I 


Tue extent of the response of agricultural producers in under-developed 
countries to changes in prices and price relationships bears on a wide range 








‘ 
{ 


of issues of analytical and practical significance, including among the latter _ 


problems of public finance and of price and income stabilisation. 
There are, however, well-known and serious difficulties in measuring the 
degree of responsiveness of producers to price changes. ‘There are the 


familiar problems arising from the usual absence in the real world of any- | 


thing resembling closely the ceteris paribus of the theoretical formulations of 
functional relationships in economics, There are further difficulties created 
by the time lags between changes in agricultural capacity and changes in 
output; and also by the effects of uncertainty about the permanence of 
absolute and relative price changes. The problems of testing a hypothesis 
or of measuring the strength of a functional relationship make it difficult to 
reach objective assessments, and rival hypotheses are likely to flourish side by 
side, often deriving from opposing policy preconceptions and sometimes 
giving rise to opposing policy prescriptions. 

Though certainly not unknown, situations exhibiting sharply the re- 
sponse of producers to a change in an economic variable are infrequent, and 
have rarely been described. Situations deliberately induced by the con- 
trivance of changes in the variable, that is, where, in effect, an hypothesis 
has been postulated and put to the practical test, are even more unusual. 
There is, therefore, some general interest in the policy of some of the statutory 
marketing authorities in Nigeria of raising the quality of certain agricultural 
‘ produce by offering price incentives to peasant producers. This policy 
was explicitly premised on the hypothesis that peasant producers respond to 
price differences, and would appropriately adjust their behaviour as pro- 
ducers to the incentives provided by the authorities. The results of this 
experiment supported the hypothesis in that the average grade produced 
has risen greatly. The explicitly formulated hypothesis, the introduction 
of the measures and the consistent results closely resemble the methods of 


observation and experimentation in the natural sciences. This note de- | 


scribes the measures taken by the authorities, and the response of producers; 
thus, in effect it reports on the process and the results of a series of contrived 
experiments. 
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II 


All major agricultural exports of Nigeria are handled by statutory export 
monopolies (marketing boards) established during and after the Second 
World War. ‘Two of the marketing boards, the Nigeria Cocoa Marketing 
Board and the Nigeria Oil Palm Produce Marketing Board, prescribed wide 
differentials in the prices paid to producers of cocoa and palm oil for various 
grades of these products in order to encourage the production of higher 
grades.1 These differentials in producer prices greatly exceeded the grade 
differentials in the markets in which the Boards sold the produce.? The pro- 
ducer prices and grade differentials were announced before the opening of 
each season, so that there was no price uncertainty; and the agents of the 
board had to buy all supplies offered to them at not less than the announced 
prices. The producer therefore knew the additional returns for improving 
his output by more careful tending of the trees, gathering of the produce 
and preparation for sale to the boards. 

The purpose of the prescription of wide grade price differentials and the 
results of this policy are frequently referred to in the annual reports of the 
two boards. Here are two extracts from the annual reports of the Nigeria 
Cocoa Marketing Board: 


“It is quite certain that, given an adequate cash incentive and the 
necessary instruction, the Nigerian farmer is capable of producing well- 
fermented cocoa. That he has not always done so in the past is attri- 
buted largely to the fact that the premia offered were too low, for it 
should be remembered that the fermentation process involves a loss in 
weight in comparison with beans which are dried only and not fer- 
mented” (Nigeria Cocoa Marketing Board, Second Annual Report, 
Season 1948-49, p. 22). 

“That the Board’s policy of offering a premium on first grade 
quality cocoa has resulted in an ever-increasing effort to produce good 


1 The Nigeria Cocoa Marketing Board was established in 1947 and the Nigeria Oil Palm 
Produce Marketing Board in 1949. They succeeded the West African Produce Control Board 
established in 1942, which also had a statutory export monopoly. In 1954 the boards were placed 
on a regional as distinct from a product basis. The regional boards, each of which handles several 
crops but only part of the total export of each crop, continued the policy of their predecessors in 
paying wide price differentials for different grades with the same result as experienced by their 
predecessors. For convenience of presentation we have confined the discussion to the period 
before the regionalisation of the boards in 1954. The tables in this paper cover the entire period 
of operation of the two national boards, spanning the interval between their predecessor, the West 
African Produce Control Board, and their successors, the various regional boards. 

Measures to improve quality by the offer of price inducements were consistently applied only 
in respect of cocoa and palm oil. 

* We are not concerned here with the merits of these policies, which are wasteful, since they 
encourage uneconomic expenditure of effort, discourage economic expenditure of effort and also 
waste output already produced. This is particularly evident in the refusal to buy so-called sub- 
standard produce even when this has a positive commercial value. We have analysed the economic 
implications of these policies in an article ‘‘ The Economics of Marketing Reform,” Journal of 
Political Economy, June 1954. 
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quality cocoa, is illustrated by the progressively increasing percentage 
of the total annual tonnage of cocoa marketed in the first grade . . .” 
(Nigeria Cocoa Marketing Board, Fifth Annual Report, Season 1951-52, 


p- 10). 


The following is a quotation from an annual report of the Nigeria Oil 
Palm Produce Marketing Board: 


“Undoubtedly the major factor in the progressive improvement 
which has taken place in the quality of Nigerian palm oil over the past 
five years has been the Board’s producer price policy which has offered 
considerable financial inducement by way of price differentials in favour 
of the production of the higher quality grades. Under this incentive, 
the fruit has been harvested quicker and more care has been taken in 





} 


/ 


its preparation. Higher prices have encouraged the greater use of | 


hand-pressing machines which tend not only to improve quality but 
also have a more favourable extraction rate than that obtained by 
traditional methods, and therefore increase production ”’ (Nigeria Oil 
Palm Produce Marketing Board, Sixth Annual Report, 1954, p. 14). 


III 


The results are shown in Tables I and II, which refer to cocoa and palm 
oil respectively. 

The high degree of response of producers to the price incentives clearly 
emerges from these tables. Thus, the proportion of Grade I cocoa in the 
purchases of the Cocoa Marketing Board increased from 47% in 1947-48 
to 98% in 1953-54; and, after the purchases of the two lowest grades had 
dwindled to very small quantities, the Board discontinued their purchase. 
Indeed, the increase in the proportion of Grade I cocoa under the stimulus of 
the price incentive was greater than appears from this series, which begins 
with the year 1947-48. Until 1947, under the West African Produce Con- 
trol Board, the premium of Grade I over Grade II cocoa was only £2:5 per 
ton, and in 1946-47 the proportion of Grade I cocoa only 23% of total pur- 
chases. It was a deliberate early decision of the Nigerian Cocoa Marketing 
Board to substitute three new grades for the previous Grade II and to widen 
the differential between the Grade I price and the prices of the two lowest 
grades to £5-5 and £15 respectively; the proportion of Grade I cocoa rose 
to 47%, in the 1947-48 season. 

From its first year, 1949, the Oil Palm Produce Marketing Board 
widened the differences in prices paid for the different grades of palm oil. 
The producer prices paid by the West African Produce Control Board in 1948 
ranged from £32-25 per ton for Grade I to £26-25 for Grade V, a spread of 


£6 per ton. The new Board widened the spread to £16-5 in the first two | 


years of its operations. This had little effect on the composition of the 


Board’s purchases. The Board increased the differentials more markedly in | 


1951; this was also the first entire year in which the Board bought the 
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Special Grade of oil at a special premium price.1_ The extent of the im- 
provement in the produce bought by the Board is apparent in the statistics. 
Thus in 1954 purchases of the Special Grade constituted as much as 60% of 
all purchases, while, as for cocoa, purchases of the two lowest grades were 
discontinued after they had fallen to small quantities. 

Another experience of the Boards’ operations, which cannot be pre- 
sented in the same way, also shows clearly the awareness of producers of 
economic opportunities and their readiness and eagerness to take advantage 
of them. Whenever higher prices were announced or even generally 
anticipated for the following season, producers and intermediaries withheld 
supplies in the closing months of the previous season, while supplies were 
rushed forward when a reduction was announced or anticipated. This is 
reflected in statistics of monthly purchases by the Boards, and was sometimes 


mentioned in their annual reports.” 
P. T. BAvER 


Gonville and Caius College, 


Cambridge. 
B. S. YAMEY 


London School of Economics. 





WELFARE AND EXPANDED CHOICE— 
PROOF OF THE GENERAL CASE 


Mr. NEwMAN’s comment * upon my earlier article * includes a request 
for a proof of the optimality of free exchange in the many-person, many- 
commodity case. The chief aim of this note is to comply with Mr. Newman’s 
request, after first giving a more general and rigorous statement of my 
welfare criterion than in my original article. 

My original welfare criterion was conceived in terms of, and is entirely 
satisfactory for, straightforward situations of choice subject to a budget con- 
straint. It was, however, pointed out by correspondents * that my criteria 
were not satisfactory for some situations (in particular, those involving non- 
connected sets of opportunities). The present statement is couched, I 
believe, in both the most exact and the most general form of which the 
proposition is capable of so being. 


1 Price differentials in favour of the Special Grade were introduced towards the end of the 
previous year, in which purchases of this grade constituted 0-2% of total purchases. 
® The willingness of peasants to take risks on anticipated price changes is nothing new in West 
Africa. Early in this century it was well known that producers withheld supplies of oil nuts when 
stocks at the processing plants were known to be too low. Cf. Charles Wilson, The History of 
Unilever (1954), p. 182. 
he Peter Newman, ‘“‘ Mr. Lancaster on Welfare and Choice,’ Economic JouRNAL, September 


* “Welfare Propositions in Terms of Consistency and Expanded Choice,” Economic JOURNAL, 
September 1958. 
° Especially E. J. Mishan and T. Majumdar. 
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Let X be a set of points a in commodity space, and let X’ be the set of all 
points a’ such that a’ <a.! Then to any individual who chooses point a in 
X the set Y represents: 


(i) an expanded choice if there exists in Y a convex subset which 
includes both the originally chosen point a and at least one point not 
in X’; 

(ii) a contracted choice if @ is not in Y, but Y is a subset of X’. 

Expansion or contraction of choice is taken as the criterion of an increase 
or decrease in the individual’s welfare, and the usual Paretian individualist 
criterion for an unambiguous increase in group welfare is adopted. 

In order to show the optimality of free exchange in the general case, it 
is necessary to show, for WV individuals and M commodities, that, commenc- 
ing from an equilibrium reached with different individuals facing different 
prices, there exists at least one set of prices, the same for all individuals, for 
which some choices are expanded and none contracted. 

Let 9,1, x1 be the prices faced, and quantities chosen, respectively, of 
the ith good by the jth individual, in a marketing situation in which the total 
quantities of the goods are fixed. ‘Then we wish to show that we can always 
find some set of prices p,2, common to all individuals, such that 


(1) Spx? = Spx," for all j (the budget constraints) 
(2) Spylxy? > Ypyixi1 for all j 


(the criterion for increased 
4x; > Y¥ p,1x;) for at least one 7 welfare 
Te) oe Pi 45 J 


(3) 3%" = dry" (fixed total quantities for the goods) 


for some set of quantities x;;? not identical with the original set x,. 
Writing Ap; = p? — p;1, Ax j= x,;? — x1, then (1) — (2), and (3) 
become, respectively 


(4) SApyAx; < 0, all J; DAP AR, < 0 at least one j 


ae 
ij » 


(5) DdAx, = 0, all z; not all Ax;; to be zero. 
J 


From (5), at least one of the Ax’s must be positive and at least one nega- 
tive. Provided not all the Ap’s are of the one sign, we can always choose the 
Ax’s so that we pair a non-zero Ax with a non-zero Ap of the opposite sign 
and satisfy (4). That is, so long as there is at least one commodity for which 





there are at least two different prices, we can always choose a price between | 


the two which gives an expanded choice to at least one individual without 


1 That is, X’ includes X plus any “‘ empty ” spaces either between two points in X, or between 
points in X and the co-ordinate axes. For the ordinary budget-line situation X, X’ are identical. 
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contracting the choice of any other. Conversely, if the initial equilibrium 
has been reached with uniform prices there is no new set of prices which will 
enable expansion of one individual’s choice without contraction of another’s. 
Ketvin LANCASTER 
London School of Economics. 





SOME MARSHALLIAN CONCEPTS: A GOMMENT 


PROFESSOR MAXWELL has suggested ! that I should have followed the 
approach of Professor Ragnar Frisch to the concept of the representative 
firm ? in writing my 1954 paper.* It seemed to me, however, that Professor 
Frisch’s paper was somewhat confused. Some of the objections to Professor 
Frisch’s doctrine have already been pointed out by Professor Robertson.* 
While Professor Maxwell believes he has avoided some of these difficulties, 
his re-interpretation of Frisch appears to me to leave the theory of the ape 
sentative firm in a rather unsatisfactory state. 

(1) Professor Maxwell assumes that the firms in the industry selected 
for study are not in perfect competition. But he also appears to assume, 
and without explanation, that there is a single supply price for the industry’s 
output. He thus ignores all the problems connected with the supply curve 
of an imperfectly competitive industry, problems with which my paper was 
designed to deal explicitly. 

(2) Professor Maxwell seems to wish to define the representative firm as 
that firm which is at any time operating at the minimum point of its average 
cost curve (p. 693) 7 and equating marginal cost to price (p. 695). We are 
not told how this situation is to be made compatible with profit maximisation 
under imperfect competition. 

(3) Professor Maxwell may, however, wish to abandon profit maximisa- 
tion in favour of full cost pricing.® In that case it is not made clear why there 
would be a single price in the industry.°® 

(4) These problems are not, I think, insurmountable. My difficulty is 

1 J. A. Maxwell, ‘‘ Some Marshallian Concepts, especially the Representative Firm,’’ this 
Journat, Vol, LX VIII (December 1958), pp. 691-8. 

* Ragnar Frisch, “ Alfred Marshall’s Theory of Value,” Quarterly Journal of Economics, November 
1950. 

* J. N. Wolfe, “‘ The Representative Firm,” this JouRNAL, Vol. LXIV, June 1954. 

* Sir Dennis Robertson, Economic Commentaries (London: Staples Press, a pp. 11-25. 

5 Maxwell, op. cit., p. 694. 

* Maxwell, of. cit., p. 693. 

7 On p. 693 Maxwell says: “* The rising firms will, for a time, be able to lower unit costs by 
enlarging their scale of plant until they reach an equilibrium point; they will then be representative, 
and no more internal economies will be open to them.”’ The discussion on p. 696-appears to support 
and repeat this argument. 

® This appears to be confirmed by the description on p. 694. 

* Professor Maxwell nowhere states the assumption of a single price for the product of an 


industry explicitly. But it appears to be implied by all of his argument, and is almost stated in 
footnote 1 of p. 694. 
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that Professor Maxwell simply ignores them. A more serious complication 
arises, however, when we ask what Professor Maxwell wishes to do with the 
concept of the representative firm. The answer is by no means clear, but the 
quotations from Marshall cited on pp. 691-2 suggest that he wishes to argue 
that the costs of production of the representative firm will determine price. 
Unfortunately Professor Maxwell’s basic assumption that there is a whole 
range of possible values for the minimum points of the cost curves of the 
various firms making up the industry ! makes this impossible. If there are 
a large number of firms in the industry and a wide range of values of minimum 
cost points, there will presumably be a number of firms whose cost curves 
reach a minimum at any particular value selected. Out of this group 
there should be at least one firm which is producing at a minimum cost out- 
put. If all we know about the representative firm is that it is producing at 
an output which equates both marginal and average cost to price then there 
will be a different “‘ representative firm” for each price we select. The 
representative firm is price-determined rather than price-determining. 

(5) Professor Maxwell may not, however, have intended to use the costs 
of the representative firm as the determinant of price. It may have been his 
intention to use this device simply as a means of focusing attention on the 
existence of a range of costs. Such concentration would be more under- 
standable if some use was to be made of the fact. Unfortunately, Professor 
Maxwell tells us nothing about the characteristics of this size distribution, or 
of the forces which determine it. One possibility which might bear examina- 
tion is this: suppose that for any output, the costs of firms whose cost curves 
reach a minimum at that output, form a size distribution. We might formu- 
late a hypothesis that the price which would prevail in the long run in this 
industry would bear some relation to this size distribution. It might, for 
example, tend to equal the mode, or the median, or some other measure of 
this distribution. Such an hypothesis would at least give us a starting-point, 
even if the causal forces behind it remained unknown. 

(6) It seems to me a shortcoming of Professor Maxwell’s model that it 
offers little explanation of what appears to be the chief behavioural charac- 
teristics with which Marshall endowed the representative firm—its tendency 
to grow with a growth in the demand for the products of the industry of which 
it composed a part, or with an increase in the price—cost ratio of those pro- 
ducts. Professor Maxwell’s observations on this question are very sketchy. 
He says (on p. 697) that: ‘‘ In all cases the external economies which come 
to the representative firms in the original (fishing) industry, may, with a lag, 
open to them the chance of new internal economies.”’ * 

1 See the discussion and diagram on pp. 694-5. On p. 691 Maxwell answers the question: 
“* The representative firm is representative with respect to what? ”’ by saying that ‘‘ Confirmation 
of the view that unit cost is the key can be found in many statements in the Principles.” 

2 This topic is discussed, somewhat darkly, on p. 697. Maxwell argues that an increase in 


demand for the products of an industry may open up new external economies if the supplying 
industries were not initially in equilibrium. 
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Professor Maxwell does not tell us why external economies should be 
translated into internal economies, but his reasoning may be as follows: the 
external economies take the form of the reduction of the price of some input 
to each firm in the industry. This will, in the short run, lower the costs of 
all the firms in the industry, but this lowering of costs must be described as an 
external economy. The lowering of the price of this input may, however, 
allow some modification of production plans, with some substitution of the 
input whose price has been lowered for other inputs. The reduction in costs 
which results from this reorganisation might conceivably be regarded as an 
internaleconomy. Depending on the technical characteristics of production, 
this reorganisation may increase, decrease or leave unaffected the output at 
which minimum cost is attained. If there were a single firm which reached 
minimum cost output at any price, and if price fell to exactly the same degree 
as the average cost of the firm that was operating at minimum cost before the 
change, this would specify the direction and extent of change in size of the 
representative firm in Professor Maxwell’s model. 

No doubt other interpretations of Professor Maxwell’s argument are 
possible. I would myself prefer an entirely different approach, however, 
one which treats “‘ the representative firm ’’ as an abbreviated notation for 
the size distribution of firms, and which makes this size distribution the 
result of a process of chance. The analysis of the size distribution of firms, 
and with it price and output determination, would then centre on the study 
of the conditions which make the growth of firms more or less likely. Sucha 
theory is hinted at in my 1954 article, and it is to be developed rigorously and 
in much greater detail in a forthcoming paper. 

J. N. Wore 
Purdue University, 
Lafayette, Indiana. 





INDUSTRIAL CAPITAL STOCKS AND ENERGY CON- 
SUMPTION—A COMMENT 


Mr. FRAnx’s article } in the March 1959 number of this JouRNAL may 
mislead readers into thinking that he has established more than he has, in 
fact, done. In his article he gives indices of capital stock and energy con- 
sumption, with the same year taken as 100, both for the United States and 
for the United Kingdom, and shows that the correlation coefficients between 
the indices, for each country, are very large indeed. But it does not follow 
from this that energy consumption may be used as an index of the stock of 
capital. A further examination of the statistics ‘adduced shows that, in one 
of the three cases which he quotes, serious errors would result from doing so. 

If, wise after the event, one wanted to use one of Mr. Frank’s indices of 


? A. G, Frank, ‘Industrial Capital Stocks and Energy Consumption,”’ Economic JourNat, 
March 1959, pp. 170-4. 
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energy to estimate capital stock, the high correlation coefficients establish 
that, and only that, a linear function of an index of energy can be used as 
an index of capital. That is, writing x, z, for capital and energy in the 
year or period ¢, a function of the form « + $z, can be discovered which 
estimates x, with considerable precision. It would not be correct to use z, 
without further ado for this purpose; this assumes that « = 0 and that 
8 =1. There are three pertinent questions: can « reasonably be taken to 
be 0, can 8 reasonably be taken to be 1 and would it be reasonable to take 
aasQandfas1? Supposing that the discrepancies from the linear function 
of z, are independent and normally distributed, these questions can be 
answered from Mr. Frank’s figures. 

For the United States, a function of the required form, fitted by least 


squares, is 
x, = 1-1298 + 09873 z, . . . . . (i) 


and it appears prima facie that « and 8 might well have the values 0 and 1, 
the Convegnenton being due to unrepresentative data. This is in fact so. 
With 95% confidence it may be asserted that, irrespective of 8, « lies in the 
range 7. 00-9-26. Irrespective of «, with the same confidence it may be 
asserted that @ lies in the range 0-95-1-02. Testing whether the real 
relation could be x, = z, is a little more complex; it amounts to testing 
whether the point (0, 1) lies within a certain ellipse in the «, 6 plane. In 
fact, it does so in this case, so the observed statistics might well be represented 
by the function x, =z, This confirms the impression produced by Mr. 
Frank’s Fig. 1. 

It is reasonable to ask what loss of precision would be involved by taking 
Z, as an estimate of x, rather than using the better-fitting least-squares line 
(1). The answer is, very little. The greatest discrepancy between the two 
series of index numbers is 16, whereas the greatest discrepancy of the value 
estimated from (1) from the actual value is 14-46. The root mean square 
deviations are, respectively, 6-07 and 5-69. The improvement resulting 
from the use of (1) is slight, particularly compared with the inaccuracies of 
the data. 

Using the Giffen and Stamp series of all capital, the regression for the 
United Kingdom is 

x, = 0-4855 + 1:0209z, . . . . . (2) 


Again it turns out to be the case that the discrepancies from x, = z, may 
reasonably be due to sampling errors alone. The confidence intervals for 
a and §, disregarding the other, are —38-82-39-79 and 0-80-1-24 respec- 
tively (the comparative wideness of the intervals reflects both a smaller 
correlation coefficient and fewer observations). Once more, the point (0, 1) 


1 See, for example, A. M. Mood, Introduction to the Theory of Statistics, Ch. 13 (New York, 
1950.) 
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is found to lie well within the appropriate ellipse in the «, 8 plane, so the 
observed statistics might well be represented by the function x, = z,. 

In this case, the greatest discrepancy between the two series of index 
numbers is 14, whereas the greatest discrepancy of the value estimated from 
(2) from the actual value is 17-39. The root mean square deviations are 
9-37 and 8-36 respectively. Again, (2) hardly represents an appreciable 
improvement. 

The Douglas series of industrial capital for the United Kingdom gave 
Mr. Frank’s lowest correlation, 0-9619. In this case, the results of the closer 
analysis are rather different. The regression is 


x, = —51-7178 + 1-4841z,. . . . . (3) 


The confidence intervals for « and 8, disregarding the other, are —118-75— 
15-32 and 1-11—1-86 respectively. ‘The former barely includes the value 0, 
indicating that this value is not implausible. But 8 = 1 is not a good 
approximation at all. Further, the ellipse in the a, 8 plane does not, this 
time, come anywhere near to including (0, 1) (in fact, Fi, 5, = 50-48), so it 
is highly unlikely that x, = z, could have led to the observed data. 

The greatest discrepancy between the two series of index numbers is 64, 
whereas the greatest discrepancy from (3) is 27-81. The root mean square 
deviations are 41-81 and 14-26 respectively. It follows that (3) is a great 
improvement over x, = Z;, as the statistical analysis indicates. 

It is not possible to determine whether the radically different results of 
the two United Kingdom analyses are due to faults in the basic data or to a 
breakdown in the model. Mr. Frank argues that energy consumption 
should be a better indicator of industrial capital than of total capital, whereas 
this is the opposite conclusion to that reached from the figures. But an 
examination of (3) does indicate a possible explanation of the observed 
result. The regression indicates that a rise in energy consumption of one 
unit is associated with a rise in industrial capital of about one and a half 
units, where in each case the “ unit” is 1% of the 1865 figure. This is in 
accordance with the argument that newer capital is a more efficient user of 
energy than older, at any rate in the industrial sector. The series for total 
capital, and for industrial capital in the United States, do not, however, 
reflect this. 

The formal properties of the regression are as follows. In all cases the 
absolute rates of increase of the two series are in proportion and, in general, 
estimates of capital relating to two periods are needed to enable the series of 
energy to be translated into one of capital. If « = 0, so that the regression 
is x, = 8z,, the absolute rates are in proportion, as before, and in addition 
the percentage rates of increase are equal. One estimate of capital stock 
(which might well be 100 for a suitable base year) suffices to estimate the 
relationship. If ® = 1 but « is not equal to zero, so that the regression is 
*, = « + z, the absolute rates of increase of the two series are equal, but the 
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percentage rates are not. Again, one estimate of capital stock suffices. If, 
as was the case in two of the three instances considered, the regression is 
effectively x, = z,, the energy series can be used immediately for the capital 
series. The high correlations indicate that a linear regression is a good 
model; before supposing that x, = z, further investigations would be 


necessary in particular cases. 
F. R. OLIver 


University of Exeter. 





A NOTE ON PROFIT SHARING IN MIDDLE EAST OIL 


PRroFEssOR PENROSE’S closely reasoned article in the Economic JOuRNAL,! 
though it does not support a commonly held view that the Middle East oil 
countries are exploited “ because of the monopolistic organisation of the 
industry,” takes the position that the oil companies possess “ superior 
economic power . . . arising from their ability to inflict a disastrous econo- 
mic loss on the producing country ”’ and that this power “ gives them a 
bargaining position which holds down the share of the profits the producing 
country can obtain in an oil agreement. Thus the producing countries can 
still complain of exploitation in the sense that their resources are being used 
to earn large profits which do not accrue to them.” ? 

The post-war record in the Middle East clearly supports Mrs. Penrose 
in some cases, notably that of the serious Anglo-Iranian Oil Company- 
Iranian Government dispute of 1948-53. But other very significant parts of 
the record are not explicable in terms of her analysis. ‘The purpose of this 
note is to call attention to such parts of the record, and particularly to the 
important cases in which the evidence strongly indicates that the Govern- 
ment and not the Company enjoys superior economic power, especially the 
power in given situations to increase substantially its share of company 
earnings. 

The first case occurred during the period of the Iranian dispute, and, 
given interdependence in oil matters and the sellers’ market at the time, 
was doubtless influenced, at least in part, by the course of that dispute. 
The case in question concerns the action of the Saudi Government in 1950. 
Though the Company (Aramco) fits Mrs. Penrose’s model—in that it (1) was 
at that time the only company in the country, and (2) is owned by some of 
the biggest international oil companies—the Government was able to take 
unilateral action which more than doubled its share of net earnings from Saudi 
production. The Company was not happy about the Government’s deci- 
sion, but it acquiesced in it and recognised that the Saudi Government 

1 E. T. Penrose, ‘‘ Profit Sharing Between Producing Countries and Oil Companies in the 


Middle East,” Vol. LXIX, June 1959, pp. 238-54. 
2 P. 251 (italics added). 











If, 
n is 
ital 
ood 

be 


AL,! 
t oil 

the 
rior 
yno- 
m a 
cing 
can 
ised 


rose 
ny- 
ts of 
this 
the 
ern- 
the 
any 


and, 
ime, 
jute. 
950. 
was 
e of 
take 
audi 
leci- 
nent 


n the 








1959] THE MARGINAL EFFICIENCY OF CAPITAL 813 


could not legitimately be denied formula parity with Venezuela, which had 
pioneered the 50-50 sharing arrangement over the preceeding seven years. 

More recent, and in some ways even stronger, evidence also indicates 
the superiority of the Government’s position in important situations if not 
generally to-day. Beginning in 1958, for example, the discounting of oil in 
world markets reached such proportions that Middle East posted prices— 
which are used by the Governments of that area to compute the sharing base 
—led to a marked overstatement of the “ net earnings” of the Companies. 
The result was that, despite the buyers’ market, the Government share in im- 
portant cases was further increased by some 20%, without as much as a sign 
of company reaction of the general type suggested by Mrs. Penrose’s 
analysis.2 Moreover, it is relevant to point out that at about the same time 
the Venezuelan Government unilaterally increased its share by decreeing 
a new tax formula which reduces the company share approximately a fifth. 

The dynamics of the international oil industry, and especially the large 
Middle East component thereof, appear to be generating forces producing 
an increase in the secular trend of the Government’s share. Though this is 
not the place to go into details, considerations along the lines of Ricardian 
rent analysis and the development of Arab nationalism within the general 
context of Soviet-United States political relations, rather than oligopoly 
analysis, would appear to loom large as explanatory factors. 


Vircit SALERA 
Alameda State College, 


Hayward, California. 





THE MARGINAL EFFICIENCY OF CAPITAL 


Messrs. PircHFORD AND Haccer * show that, for the Marginal Efficiency 
of an asset to be defined uniquely by the expression, 


‘=m Qr 
Sui =z —a 
21 (+9 (AN 
(where S$ is the current replacement cost of the asset, Q,. . .Q, are the 


1 See Aramco’s testimony before Congress, Joint Hearings before Subcommittees of the Committe on 
the Judiciary and Committee on Interior and Insular Affairs, Senate, 1957, Part 2, pp. 1428-30. 

* The adverse impact on Middle East oil companies was so heavy that one study even reports 
it in terms of a negative ‘ indicated nonproducing income” in 1958 of $260-1 million in a year 
when adjusted company payments to producing governments amounted to $1,237-0 million, 18% 
greater than in the preceding year. See W. S. Evans, Petroleum in the Eastern Hemisphere, First 
National City Bank of New York, April 1959, pp. 12-13. Though this study includes areas outside 
the Middle East, the data in it may be used as Middle East figures. 

* J. D. Pitchford and A. J. Hagger, ‘‘ A Note on the Marginal Efficiency of Capital,” Economic 
Journat, September 1958, pp. 597-600. C. S. Soper, ‘‘ The Marginal Efficiency of Capital: A 
Further Note,”” Economic JourNAL, March 1959, pp. 174-7. 
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expected net returns during the periods of its life and r its marginal efficiency), 
it is necessary for 


Zt.Q,.p2>0 . . . . . (AQ) 
t=1 


( where p= m3 ) If (A2) is not satisfied for all types of possible project 


it will not be possible to determine exactly the level of aggregate investment 
at a given rate of interest. It is concluded that the economic importance 
of this depends on how prevalent negative Q’s are: “ it is of considerable 
importance if negative Q’s are at all common and can be largely ignored if, 
as may be the case, they are something of a rarity.” 

It may be noticed immediately that the existence of negative Q's will 
not necessarily cause (A2) to fail. It is the contention of this note that 
while Q’s may often be negative, it is much rarer for them to be sufficiently 
negative for the marginal efficiency of the asset to be multi-valued. 

The expectation of negative Q’s by the investor is not rare; indeed, if 
periods of a sufficiently short length are taken, it will be unusual for some 
Q or other not to be negative. There are many cases where “ follow- 
through ” investment is necessary in the early years of a plant; and the 
initial investment itself is likely to be spread over a period of time. In 
other cases the necessity of very substantial repairs part way through 
the life of the plant can be foreseen with certainty. And ventures are 
frequently undertaken where there is a high probability that some year 
or other will produce substantial running losses—for example, in retain- 
ing a labour force through a recession or in carrying a mine through a 
wash-out. 

Nevertheless, although an entrepreneur may face the prospect of some 
running losses when he is considering investing in a particular venture, he 
will, if he ts free to terminate the venture at any time during the physical life of the 
equipment, contemplate carrying on through the period of losses only if he 
expects the losses to be succeeded by more than compensating profits. If, 
looking into the period of the physical life of the assets associated with a 
particular venture, a point is viewed beyond which losses over-balance 
profits, then this point is either the limit or beyond the limit of the economic 
life of the plant. 

This proposition may be put in a much simpler way: from the streams 
of returns corresponding to the possible lengths of life the entrepreneur will 
select that with the greatest discounted value. Then if is the rate of dis- 
count, x = a the corresponding “discounting factor,” and m_ the 
economic life of the plant, we have 
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which is the condition for the project to be economic; and the m— 1 
conditions, 


t=m t=m-—1 


SQe> 5 Ow... . . (BQ) 
t=1 t=1 
t=m t=m—2 

BQe> EB Qw.. . . . BS) 

(B4 to Bm — 1) 
t=m t=] 

BOA PEZOaeR. ... - « « Ee 
t=1 


which are necessary conditions for m to be the economic life of the project.! , 
(B2) to (Bm) can be rewritten in the forms, 


t=m 


SQe>o0 .... . . (C2) 
t=m 

= Qe#>0-... 2... (C8) 
=m—1 

. (C4 to Cm —1) 

SOe>0 .. . . . . (Cm) 


t=2z 
In this form they restate the argument of the last paragraph. Adding 
(B1), (C2) to (Cm) we obtain, 

‘=m 


x t.Q,.# 258; 


t=1 


or, dividing both sides by x, 


i=m S 
PN * 2) aa ae ae ee ee 
t=1 x 

If (D) is true, (A2) is true and 7 is single-valued. And this will be true in 


i=m 
the limiting case where X= Q,x* = S andi =r or the marginal efficiency of 
t= 


the project. 

Moreover, in proving (D) for cases of costless extricability we have proved 
(A2) with a margin to spare. It seems to follow that in some cases, even 
where the assumption of costless extricability fails, (A2) may still be satisfied. 
These are the cases where the unavoidable loss later in the life of the plant 
is small in relation to the initial capital outlay. 

The Pitchford and Hagger case seems unlikely to occur, because it is 
surely true that costs of extrication are relatively small except where they 
are voluntarily incurred because of offsetting salvage values (e.g., taking 


* That the argument here is mathematically identical with that of Mr. Soper is evident from 
the fact that these are the conditions which he derives for the roots of the marginal-efficiency 
equation to be positive. 

No. 276.—voL. LxIx. ha 
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out the pillars of a mine). But the case cannot be proved impossible, and it 
might even come into its own if there was an increase in the extent of legal 
and social obligations placed on entrepreneurs to compensate their redundant 
labour forces and to restore the sites they abandon. If, for example, the 
Electricity Authority were compelled to restore perfectly the sites of obsolete 
nuclear power-stations it is possible that, because the “final” outlay would 
be of a size comparable with the initial outlay, it would react perversely to 
changes in the rate of interest.? 
J. F. Wricur 
Trinity College, 
Oxford. 


COMPLEMENTARITY AND FUTURE TIME: A NOTE ON 
THE MARGINAL EFFICIENCY OF CAPITAL 


In a Note in the September 1958 issue of this JouRNAL Pitchford and 
Hagger ? explained that the marginal efficiency of capital could not always 
be given an unambiguous value, for a given replacement cost of capital 
and a given series of yields, if some of the yields were negative. In March 
1959 Soper * gave an elegant analysis of the conditions in which negative 
yields could in fact give multiple values; and went on to explain in economic 
terms why these conditions would not prevail under profit-maximising 
conditions. 

Unfortunately the latter part of this proof is fallacious. It is a variant 
of a faulty theorem used in Hicks’ Value and Capital to establish a different 
proposition. Nevertheless, the derivation of the very limited conditions 
in which multiple values can occur certainly adds to our knowledge. When 
the technical conditions are set out in terms of actual economic possibilities 
they can be judged to be infrequent. The fallacy may, however, have some 
limited methodological importance. 

Soper demonstrates that there cannot be more than one real and positive 


n 
root to the equation = Q,p' —-S=0 (where Q; is the output at time? 
=1 


1 What would happen in a case like this is that the revenue of the first few years of the station’s 
economic life would pay for its initial cost, while the income of subsequent years would accumulate 
to provide for the “‘ final’ outlay. Thus for part of its life the authority would be a borrower and 
for part a lender, and if the latter was more important it would regard an increase in rates of interest 
favourably! 

2 J. D. Pitchford and A. J. Hagger, ‘‘ A Note on the Marginal Efficiency of Capital,” Economic 
Journat, September 1958. 

3 C. S. Soper, ‘‘ The Marginal Efficiency of Capital: A Further Note,” Economic Journal, 
March 1959. 

4 J. R. Hicks, Value and Capital, 2nd Edition, pp. 201, 221-2; T. H. Silcock, ‘‘ A Note ona 
Theorem in Value and Capital,” Review of Economic Studies, XVIII (2), 1950-51. ' 
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and p = +7) when the value of S, the replacement cost, is continuously 


] ie x. 
greater than x Qu! for allk = 1,2. ..n— 1 the term ; being one real 
i=] 


and positive root of the original equation. He then illustrates, by Fig. 1, 
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the conditions in which there can be more than one real positive root to the 
equation. Multiple roots can only occur when the curve of the value 
=k 

= Qib} against time intersects more than once the horizontal line repre- 
senting the replacement cost S. 

From this he goes on to show that if the investment plan were dis- 
continued at the point _y the aggregate value, if discounted at the given rate 
p; would be greater than the replacement cost. A smaller value of P, which 
would make the aggregate value equal to the replacement cost, implies a 
higher value of r, or in other words a higher yield. Thus, by discontinuing 
the investment plan at_y the entrepreneur would secure a higher yield than 
in the original completed plan. 

Since multiple values are only possible when the curve intersects the S$ 
line more than once, there must always be at least one point such as y at 
which, by stopping the investment plan, a higher yield could be secured 
than by carrying it through to completion. 

In effect, this is a demonstration that there can only be more than one 
positive value for the marginal efficiency of capital in an investment plan, 
if there are not merely individual negative yields but whole sectors at the 
end of the plan, the addition of which reduces the aggregate discounted 
value below what it would be if the plan were discontinued earlier.1 

The proof goes on to argue that, in the process of maximising profits, 
these sectors of the plan would be abandoned as unprofitable. A true 
maximum profit plan would therefore anwuys have a uniquely definable 
marginal efficiency of capital. 


? The passage in the text does not specify the rate at which the discounting must be done. It 
is in dealing with this nice logical point that Soper’s proof is most elegant; but the matter does not 
lend itself to verbal exposition, and is not important for the present argument. 
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It is not, however, always possible to discontinue a plan at any point 
in time. Debts must be repaid, tin-tailings rendered harmless, building 
structures demolished and radio-active waste buried deep, at considerable 
cost. In making a plan in advance one may often have to face later, 
negative yields, as a condition of securing the earlier, positive ones. 

In interpersonal relations an earlier consumption experience followed by 
a later outlay is fairly common. Most of us, who can get personal credit, 
have this experience every month! Is there any good reason for supposing 
that the pattern is uncommon in which the positive yield precedes some part 
of the negative yield which is its cost? 

There is, of course, a difference in this respect between our dealings with 
nature and our dealings with other men. In our dealings with nature our 
plans consist in modifying, on the basis of more or less accurate knowledge, 
a part of the infinite series of events in an environment basically neutral or 
mildly hostile to our own ends. It is usually possible to ensure, at no great 
cost, that the series of events continuing after the planned satisfaction of our 
wants will be at least no more hostile to our own ends than if we had not 
intervened. If we know enough to make some events in the series markedly 
positive we shall normally know enough to keep the others neutral, ensuring 
that worn-out tools are not dangerous, and formerly cultivated land at least 
no more hostile or infertile than jungle. 

This is the normal pattern, but unfortunately it is not invariable. Every 
plan we initiate now has an infinite series of positive and negative outputs as 
its consequences; and occasionally it is not possible, or not worth while, to 
take the positive action before the desired consequences, which will forestall 
the need to take remedial action afterwards, or suffer adverse effects. 

Because of the normal pattern, however, our institutions are designed on 
the basis of physical property with a continuing positive value. Our 
economic morality is based on the assumption that it is wrong or irrational 
to enjoy something in advance of paying for it. Probably a number of 
technically feasible and economically rational possibilities of consuming in 
advance are ruled out on these grounds.} 

More important is the fact that our normal conduct of economic life, 
and hence of economic analysis, is based on the assumption that bygones are 
bygones. Both obligations and assets surviving from the past are treated 
as institutional facts in the midst of which an essentially new decision has to 
be made. Investment, like all other economic decisions, begins anew at 
each instant. 

From this point of view, if the entrepreneur has actually reached y, and 
if some of the negative yields beyond _y are consequences imposed on him by 
his efforts and satisfactions up to_y, then these negative yields will not, at 9, 
be treated as part of his investment plan at all. They will be an institutional 


1 Cf. Joan Robinson, The Accumulation of Capital, Chapter 4. 
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hangover, unrelated to his future plans; and in planning for the future they 
will be ignored and treated as zero, once _y is reached. 

This is the reason why the fallacy in Soper’s proof has some methodo- 
logical importance. Indeed, this is the main significance of the present 
note. (Actual cases in which the latter end of an investment plan has 
negative value are unlikely to have much economic importance.) The 
significant point is that we cannot, when we are discussing economic time 
in mathematical symbols, treat it as if it were continuous without specifying 
our assumptions about the planning process much more carefully than we 
normally do. 

Viewed from y, any negative yields which are merely a consequence of 
earlier investment are not part of the new investment plan at all. They 
have become simply a part of the environment; and to neglect this aspect 
of them would be to sacrifice the characteristic economic insights based on 
the essential newness of choice at each instant of time. But viewed from 
time 1, or the initial point of the whole investment plan, some of the negative 
yields may be technically complementary with some of the earlier positive 
ones. 

Because it is easy and natural to treat time as a mathematical continuum, 
and because, in a continuing economic plan, the relations between antici- 
pated time and realised time are complex, and are often the essence of the 
economic problem, it would appear to be desirable to translate mathematical 
reasoning as Soper did at this point, into verbal economic expressions, so as 
to facilitate intuitive checks on its plausibility. If, in the proof under 
reference, the approach to maximisation by discarding any negative re- 
mainder of an investment plan after time_y had been expressed in terms of a 
generalised mathematical statement, ¢.g., that for at least some positive 

i=n 
value P; of P, the expression = Qi p;' must be positive for any value of k, and 

in 
if this plausible condition, which would be valid for dealing with new 
investment but invalid for dealing with phases in an investment viewed 
from time 1, were then applied as a constraint in a general system of mathe- 
matical reasoning about the problem, it would be very difficult to detect 
that a flexibility rightly postulated at the initial point of an investment 
process had been wrongly assumed as between two future points of a present 
plan. 

T. H. Smcock 


University of Malaya in Singapore, 
Singapore. , 
| 


: { 
1 Cf. T. H. Silcock, ‘‘ Mathematics in the Teaching of Economics,”’ Malayan Economic Review, 
I, 1, 1956. 
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It is not, however, always possible to discontinue a plan at any point 
in time. Debts must be repaid, tin-tailings rendered harmless, building 
structures demolished and radio-active waste buried deep, at considerable 
cost. In making a plan in advance one may often have to face later, 
negative yields, as a condition of securing the earlier, positive ones. 

In interpersonal relations an earlier consumption experience followed by 
a later outlay is fairly common. Most of us, who can get personal credit, 
have this experience every month! Is there any good reason for supposing 
that the pattern is uncommon in which the positive yield precedes some part 
of the negative yield which is its cost? 

There is, of course, a difference in this respect between our dealings with 
nature and our dealings with other men. In our dealings with nature our 
plans consist in modifying, on the basis of more or less accurate knowledge, 
a part of the infinite series of events in an environment basically neutral or 
mildly hostile to our own ends. It is usually possible to ensure, at no great 
cost, that the series of events continuing after the planned satisfaction of our 
wants will be at least no more hostile to our own ends than if we had not 
intervened. If we know enough to make some events in the series markedly 
positive we shall normally know enough to keep the others neutral, ensuring 
that worn-out tools are not dangerous, and formei!y cultivated land at least 
no more hostile or infertile than jungle. 

This is the normal pattern, but unfortunately it is not invariable. Every 
plan we initiate now has an infinite series,of positive and negative outputs as 
its consequences; and occasionally it is not possible, or not worth while, to 
take the positive action before the desired consequences, which will forestall 
the need to take remedial action afterwards, or suffer adverse effects. 

Because of the normal pattern, however, our institutions are designed on 
the basis of physical property with a continuing positive value. Our 
economic morality is based on the assumption that it is wrong or irrational 
to enjoy something in advance of paying for it. Probably a number of 
technically feasible and economically rational possibilities of consuming in 
advance are ruled out on these grounds.! - 

More important is the fact that our normal conduct of economic life, 
and hence of economic analysis, is based on the assumption that bygones are 
bygones. Both obligations and assets surviving from the past are treated 
as institutional facts in the midst of which an essentially new decision has to 
be made. Investment, like all other economic decisions, begins anew at 
each instant. 

From this point of view, if the entrepreneur has actually reached y, and 
if some of the negative yields beyond y are consequences imposed on him by 
his efforts and satisfactions up to _y, then these negative yields will not, at y, 
be treated as part of his investment plan at all. They will be an institutional 


1 Cf. Joan Robinson, The Accumulation of Capital, Chapter 4. 
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hangover, unrelated to his future plans; and in planning for the future they 
will be ignored and treated as zero, once _y is reached. 

This is the reason why the fallacy in Soper’s proof has some methodo- 
logical importance. Indeed, this is the main significance of the present 
note. (Actual cases in which the latter end of an investment plan has 
negative value are unlikely to have much economic importance.) The 
significant point is that we cannot, when we are discussing economic time 
in mathematical symbols, treat it as if it were continuous without specifying 
our assumptions about the planning process much more carefully than we 
normally do. 

Viewed from y, any negative yields which are merely a consequence of 
earlier investment are not part of the new investment plan at all. They 
have become simply a part of the environment; and to neglect this aspect 
of them would be to sacrifice the characteristic economic insights based on 
the essential newness of choice at each instant of time. But viewed from 
time 1, or the initial point of the whole investment plan, some of the negative 
yields may be technically complementary with some of the earlier positive 
ones. 

Because it is easy and natural to treat time as a mathematical continuum, 
and because, in a continuing economic plan, the relations between antici- 
pated time and realised time are complex, and are often the essence of the 
economic problem, it would appear to be desirable to translate mathematical 
reasoning as Soper did at this point, into verbal economic expressions, so as 
to facilitate intuitive checks on its plausibility.1 If, in the proof under 
reference, the approach to maximisation by discarding any negative re- 
mainder of an investment plan after time_y had been expressed in terms of a 
generalised mathematical statement, ¢.g., that for at least some positive 

i=n 
value P; of P, the expression ZQ ;p;' must be positive for any value of k, and 
if this plausible condition, which would be valid for dealing with new 
investment but invalid for dealing with phases in an investment viewed 
from time 1, were then applied as a constraint in a general system of mathe- 
matical reasoning about the problem, it would be very difficult to detect 
that a flexibility rightly postulated at the initial point of an investment 
process had been wrongly assumed as between two future points of a present 
plan. 
T. H. Smcocx 
University of Malaya in Singapore, 
Singapore. 


1 Cf. T. H. Siicock, ‘‘ Mathematics in the Teaching of Economics,’ Malayan Economic Review, 
I, 1, 1956. 
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DIFFERENTIAL POPULATION GROWTH AS A FACTOR 
IN INTERNATIONAL ECONOMIC DEVELOPMENT? 


Tue following note arises from Mr. P. T. Bauer’s article on “ Inter- 
national Economic Development.” * In this article Mr. Bauer discusses 
Gunnar Myrdal’s views on the divergence between, on the one hand, the 
increase in per capita national income shown, or assumed, in the great 
majority of countries considered individually and, on the other hand, the 
median income of the average world citizen. In this connection he refers 
to an article which I had published in 1949,’ in which attention was drawn 
to this divergence. The reason for this divergence is, of course, the 
differential rate of population growth in the poorer and richer countries 
respectively. Since this matter is of some general interest, and there seem 
no real disagreements as to the points of substance—as distinct from the best 
way of expressing them and perhaps their quantitative importance—it may 
seem worth while setting out the points involved more clearly than has 
perhaps been done, and at the same time showing their quantitative 
importance in the light of recent figures. 

The following table is based on U.N. data for per capita national income 
and growth of population respectively. It shows countries grouped into 
four income classes, and the expected rate of growth of population 1955-65 
for each class separately. 

















| | Percenta) 

: ; ge 

; Seiatieer of Population Population population 

Income per annum fer capita, $. cnunaiien 1955, 1965, ; in 

| millions. millions. 1955-65, 0% 
Under 100 ; | 51 1,437 1,713 19 
100-599 73 1,001 20 
600-999 . ; | 9 211 6 
1,000 and over . | 8 | io | 227 15 
Total | 141 | 2,668 | 3,152 | 18 


| ' | 





* Data take account of international migration. 


This table shows clearly that there is a generally negative correlation, 
although by no means a perfect one, between per capita income and rate of 
population increase. The rank correlation coefficient for 100 countries for 


1 The author, who at present is a staff member of the United Nations, is personally responsible 
for the opinions expressed, which do not represent the official views of the United Nations. 

2 Economic JourRNAL, March 1959. 

3 “* Economic Progress in Underdeveloped Countries,” Social Research, March 1949. 

4 I am indebted to my colleagues Mr. Grauman and Mr. Khan for the data included in this 
note. 
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which data were available individually is —0-33. (The Pearson coefficient 
of correlation is also —0-32, significant at the 1% level.) 

Each of the two poorest categories of countries has a higher rate of 
population increase than either of the two wealthier categories. The 
quantitative importance of differential rates of population growth can also 
be readily calculated from this table. Other things being equal, i.¢., per 
capita income within each of the four categories of countries remaining 
constant,! differential population growth would reduce the world average 
income from about $341-342 in 1955 to about $333 in 1965. This is a 
decrease of just under 0-3% per annum. 

The same result of a 3% decline in world per capita incomes as a result of 
differential population growth, other things being constant, can also be 
obtained by using the data to produce a simple “ two sector model” in 
which the countries with a per capita income of less than $600 per annum/per 
capita form one group, and the countries with over $600 the other. In this 
simple model countries under $600 have six times the population of the 
others (1955 data). Applying to these two groups the expected rates of 
population growth 1955-65, we note that the average income of the two 
groups combined also falls by 3% within the decade. 

This rough calculation is an under-statement of the downward pull 
exerted by the differential population growth in the poorer countries, since 
we have not made allowance, so far, for the differential growth of population 
within each income category. More detailed calculations relating to 100 
countries suggests that the downward pull of differential population growth 
is 4-39 for the 1955-65 decade, or 0-4% per annum. 

Now perhaps we may put the matter under debate as follows: 


(1) To begin with, taking industrial output, agricultural output 
and other output separately there seems little observable tendency for 
output in the under-developed countries generally to grow less than 
output in the more developed countries generally. To repeat, that is 
the situation as long as we consider the various sectors separately. 

(2) However, throughout the world there is a tendency for agri- 
cultural output to grow more slowly than industrial output. Since 
agricultural output is more heavily weighted in the national incomes 
of the poorer countries, this results in a general picture of national 
averages growing more slowly in the poorer countries, although 
there are numerous exceptions to this general tendency. Thus, -the 
different weighting of the different sectors of output and its corre- 
lation with per capita income levels exerts a downward pull on the 
relative rate of progress of the under-developed countries, compared 
with others. 


; ? For purposes of this rough calculation, $75 has been assumed to be the average per capita 
income in the lowest income class, of under $100 per annum per capita. 
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(3) Furthermore, and additionally to the downward pull mentioned 
under (2) above, there is differential population growth and its generally 
negative correlation with per capita incomes. ‘This further downward 
pull reduces the world average income per capita at a present rate of 
0-4% per annum. This means that if average per capita incomes in the 
individual countries increase by, say, 14% per annum—1% for the 
poorer countries and 2% for the other countries—the differential rate 
of population growth would offset, for the world as a whole considered as a 
statistical unit, about one-third of the progress suggested by the analysis 
of individual countries (0-4% out of 14%). Thus the offsetting factor 
is certainly significant, and it may well be that at times it has offset 
most or perhaps the whole of the progress observed in individual 
countries. 

H. W. SINGER 
New York City. 





GALBRAITH ON COUNTERVAILING POWER: A REPLY 


Tue difficulty in replying to Professor Galbraith’s comment (March 
1958) on my critique of countervailing power is to know his present position. 
Is his book on countervailing power intended as enlightened comment on 
the intellectual parochialism of professional economists, does it provide an 
interesting qualification of existing theory or is it an important theoretical 
innovation? I am puzzled to know at which level he is commenting. 

On the first interpretation I do not feel competent to judge except to 
agree that the profession, all too frequently, seems to lose sight of the ends 
of our society in its preoccupation with the intricacies of analysis; or, worse, 
develops a mania for methodological problems. A sharp reminder of 
current realities from someone of Professor Galbraith’s talents is always 
salutary. I myself confess to enjoying, and profiting from, his excursions 
into social and political-economy matters. 

Secondly, if he means that countervailing power is a force to be reckoned 
with in market organisation and social and political life no one can possibly 
disagree. It may even be an important force. I myself adverted to its 
use, @ la Galbraith, in legislation to control monopoly. It is now so in- 
corporated into the 1956 Restrictive Trade Practices Act (Section 21 (d)). 
But it is not a new idea. Marshall, ever with us on these retrospective 
exercises, noted the possibility, indeed the probability, of a development of 
countervailing power in his time (Principles, 8th ed., p. 493). Nor is it easy 
to assess the place of such a notion in economics. Can it rank with what 
may be called the important secondary concepts of economic analysis—for 
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example, uncertainty, non-competing groups, increasing returns, the 
compensation principle, net advantages and other ideas associated with 
various names in economic thought? I would hesitate to attempt an 
answer. 

However, in my innocence I took the third view that Galbraith was 
advocating, albeit on an intuitive level, a theoretical approach for market 
economies analytically superior to the orthodox competitive approach (see 
Chapters IV and IX of his American Capitalism). It was an attractive idea 
and seemed important. I therefore endeavoured systematically to test it 
by examining, not merely the structure of distribution as he implies, but 
also the interrelationships of manufacturing industry, the trading activities 
of government agencies, the habits of the co-operative movement and the 
development of the British trade-union movement (pp. 90-1, 93-5 and 
95-8 this JouRNAL, March 1958). I found that competition was still the 
predominant force and that countervailing power made no systematic 
appearance in any sphere except, oddly, the buying activities of nationalised 
industries and government departments. The analytic deficiencies of 
competitive theory, of which Professor Galbraith makes so much, are 
irrelevant to this crucial point. Further, analysis revealed inconsistency 
in his selection of material and error in the principal welfare propositions 
of his theory (pp. 99-102). I see no reason now in the light of further 
thought, or his comment, to withdraw any of these conclusions. If Professor 
Galbraith proposes new theoretical constructions he must expect to have 
their operational value scrutinised; and for them to be shot at if found 
inadequate. This may be negative, but it is also an essential aspect 
in the advancement of economic thought—as Professor Galbraith must 
know. 


ALEX HuNTER 
The University of Melbourne. 


NOTE ON THE RELATION BETWEEN SHARE OF WAGES 
IN NATIONAL INCOME AND TERMS OF TRADE 


“THERE seems to be some empirical support, therefore, for the view 
that movements in the terms of trade and in the share of wages are related 
(inversely), although it must be remembered that the number of countries 
we have considered is limited and the period with which we have been 
concerned short.” 

Thus Mr. Maynard ! summarises his conclusions based on an analysis of 
eight countries over a limited number of post-war years. 


* G, Maynard, “‘ Inflation, the Terms of Trade and the Share of Wages in National Income,” 
Economic Journat, December 1958. 











824 





It is true that since 1939 there does appear to have been this inverse 
correlation; a regression line drawn on Chart 1 would proceed from north- 
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Cuart 1.—Relation between proportionate change in wages share of national income and pro- 
portionate change in terms of trade (increase represents improvement), United Kingdom 
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west to south-east. 
correlation did not hold. 


There are, however, still three years when this negative 


The scatter diagram in Chart 2 plots the relationship for seventy-one 
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Cuart 2.—Relation between proportionate change in wages share of national income and pro- 
portionate change in terms of trade (increase represents improvement), United Kingdom 


1870-1957. 
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Changes in the Share of Wages in the National Income and in 
Terms of Trade—United Kingdom 1870-1957 


Agricultural Economics Research Institute, 
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years or periods from 1870 to 1957 and it is obvious that there is no con- 
sistent long-run association between the two variables. 








% change in 
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Terms of Trade: The relationship between Import prices and Export prices; (a positive sign 
indicates an improvement in the terms of trade). 


1870-1913 Imlah, ‘‘ Terms of Trade of the United Kingdom 1798-1913,” Journal of Economic 
History, November 1950. 
1913-1957 London and Cambridge Economic Bulletin. 
Sources: Wage Share: 
1870-1945 E. H. Phelps Brown and P. E. Hart, ‘‘ The Share of Wages in The National Income,” 
Economic JourRNAL, June 1952. 
1946-1957 Calculations from Table 2 of 1955 and 1958 Blue Books on National Income. 
definitions of National Income as used by Phelps Brown and Hart, i.e., total personal income 
before tax minus pay of armed forces and employers’ contributions. For comparison, the 
Phelps Brown and Hart figures appear below together with the figures calculated from the 
more recent sources: 
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Wages as % of National Income 














Phelps Brown New Phelps Brown New 
and Hart. estimates. and Hart. estimates. 

1938 39-2 39-3 1952 — | 45:1 
1946 40-5 40-8 1953 — 45-1 
1947 40-8 42-3 1954 sa | 45-6 
1948 41-7 44-5 1955 — 45:7 
1949 42-3 44-6 1956 | — | 46-0 
1950 41-9 44-5 1957 — | 45-9 
1951 — 45-4 | 

















THE THEORY OF SELLING COSTS: A CORRECTION 


In the paper of this title in the June issue of the Economic Journat | 
argued that the second order conditions of maximum profits require the 
return to selling outlay (at constant prices), to be diminishing. This argu- 
ment is wrong. In correcting the proof I noticed that something was amiss 
and inserted a footnote (p. 296), in which diminishing returns to selling 
outlay became an assumption rather than a proposition. In the appendix, 
however, I allowed the mistake to stand. 
5x 52x 
58° = 592 ( 
elasticity of demand is constant throughout, a second order condition for a 


If x is demand, x; = here S is selling outlay), thea if the 


maximum profit is [f — (1 + )| <0, where ¢ is the elasticity of demand. 


Hence xss < 0 is necessary only if |e] < 1. 

The argument of the article is quite unaffected provided we treat xs, <0 
as an assumption. If xs; > 0 the equation (6a) of the appendix can be used 
to find the new shape of the PS curve which may now be positive, even ife 
is constant throughout. Since the case of a positively shaped PS curve is 
considered in the article (although I then believed it could only occur if ¢ 
were not constant), the analysis can be corrected in an obvious way. 

F. H. Hann 
Birmingham University. 






































CURRENT TOPICS 


CURRENT TOPICS 


Tue International Economic Association held a Conference at Elsinore, 
Denmark, during September 1959 on the subject of “Inflation.” Among 
those who contributed papers were G. Haberler, H. S. Ellis, E. H. Chamber- 
lin, J. S. Duesenberry, W. R. Gardner, A. W. Marget, R. Triffin (U.S.A.), 
J. C. R. Dow (U.K.), E. Lindahl, E. Lundberg (Sweden), E. James, J. 
Rueff (France), F. Neumark (Germany), P. Baffi (Italy), M. W. Holtrop 
(Netherlands), E. Gudin (Brazil). The papers and a summary of the dis- 
cussion will be published for the International Economic Association by 
Messrs. Macmillan. ‘The Conference was preceded by the triennial meeting 
of the Council of the Association. Professor Austin Robinson was elected 
to succeed Professor Lindahl as President for 1959-62; Professor Gudin was 
elected Vice-President; Professor Neumark as Treasurer. 





Houblon-Norman Awards. The trustees of the Houblon-Norman Fund 
invite applications for Fellowships of Grants in aid of Research into the 
working of industry and finance in Great Britain and elsewhere and the 
economic conditions affecting them. Fellowships, which are intended for 
experienced research workers, are awarded for full-time research for one 
year, which may be renewed for a second year. Grants are awarded for 
either full-time or part-time work. The amount of the awards, which will 
take effect from October 1, 1960, will depend upon the circumstances of 
the candidate and the probable expenses of his work. Applicants must be 
British subjects normally resident in the United Kingdom. The Trustees 
are prepared to relax this rule only in exceptional circumstances. Forms 
of application, which may be obtained from the Secretary of the Fund, c/o 
the Bank of England, London, E.C.2, should be returned not later than 
March 1. 





Tue following have been admitted to Life Fellowship of the Society: 


Agbi, B. O. Kinoshita, Prof. K. Muscatt, J. 
Carney, D. E. Machado, Dr. A. G. Panas, E. G. 


Katayama, §. 


Tue following have been admitted to F ellowship of the Society: 


Adediran, G. E. T. Atcherley, P. N. Beesley, Dr. M. 
Ahmad, J. Atkins, A. S. Bennett, R. C. 
Antony, T. J. Aweh, F. O. Britt Mother, E. 


Arowolo, E. A. Bailey, K. H. Broughton, D. J. 
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Brown, G. R. 
Butt, S. W. 
Carneiro, D. A. 
Chance, D. J. 
Childs, A. E. 
Clack, O. L. 
Cohen, M. A. 
Coker, C. H. H. 
Collery, A. 
David, C. A. 
Davies, J. Rees 
De Jong, H. W. 


Dharchoudhury, N. R. 


Dougan, K. A. 
Elkan, W. 
Enriquez, C. G. 
Felicietti, A. 
Ferguson, J. M. 
Ghevaria, V. D. 
Gogna, P. R. 
Gordon, A. 

Hall, C. A. Jnr. 
Hambleton, H. G. 
Harmon, Dr. E. M. 
Higgins, V. E. 
Hilmy, Dr. Y. 
Hoare, D. 

Hoare, G. E. 
Hope, C. J. 
Hotchkiss, W. E. 
Houghton, R. W. 
Hudson, M. W. 
Hutton-Jamieson, N. 
Johnston, J. S. 
Jones, D. 

Jones, O. V. 
Jossa, Dr. B. 
Kennerley, A. 
Kenyon, C. G. 


Correction. See June Journal page 398. 


Kobayashi, K. 
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Khaliq, M. A. 
Kim, J. 
Kooraram, M. 
Labsvirs, Dr. J. 
Lamb, K. R. 
Levi, L. 

Lumb, D. M. 
MacCallum, D. 
Madan, J. N. 
Manu, J. E. A. 
McDonald, H. 
McKenzie, J. C. 
McSwiney, M. 
Miller, S. 
Miranda, R. A. 
Mishan, E. J. 
Mitter, D. K. 
Mitter, P. B. 
Monaghan, J. L. 
Monaghan, P. A. 
Monday, H. R. 
Morgan, W. 
Muir, I. 
Nagpure, N. P. 
Narain, D. 
Nasir, Prof. M. S. 
Newton, M. O. 
Ojikutu, W. A. O. 
Olaoshun, D. A. 
Park, S. 
Paterson, R. 
Pearmain, K. C. 
Phillips, G. F. G. 
Pinkwater, M. B. 
Pownall, H. 
Pratt, S. A. J. 
Purkis, M. A. 
Qadir, A. 
Ramnath, Mrs. L. 





Kenzo, K. 








[DEC, 
Rao, G. S. 
Regoczy-Ritzman, E. 
Rose, H. B. 


Salgado, M. R. P. 
Sampson, P. M. J. 
Samuels, M. I. 
Santarelli, Prof. A. 
Satyamurthy, G. V. 
Schwartz, H. 
Sekoni, J. O. 

Sey, S. 
Shantharam Rao, N. 
Sharma, Prof. H. S. 
Sharma, K. P. 
Shukla, Prof. D. K. 
Sillah-Fosonah, S. 
Sinclair, W. A. 
Singh, Prof. A. 
Slade, A. T. 

Stout, Prof. D. E. 
Sur, S. P. 

Sweet, A. J. E. 
Tanourella, A. 
Taylor, D. W. 
Thompson, M. A. 
Tompsett, A. J. 
Torimiro, Miss F. T. 
Trainor, D. R. 
Tuckerman, J. R. 
Turtle, J. E. 
Udofiah, E. E. 
Watson, D. J. 

Wei Chi-Hua 
West, Miss C. H. 
Wijesinghe, S. 
Williams, C. E. 
Winrow, L. P. 
Yonren, E. H. 


should be 
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Tue following have been admitted to Library Membership of the 
1, E. Society: 
Antioch College, Yellow Springs, Ohio, U.S.A. 





/ Barnard College, New York, U.S.A. 
J. Bhavan’s College, Bombay, India. 
Central Electricity Generating Board, London. 
\. College of Commerce, Kolhapur, Bombay State, India. 
V. College of Commerce, Seoul University, Seoul, Korea. 


Franklin & Marshall! College, Lancaster, Pennsylvania, U.S.A. 

Fresno State College, California, U.S.A. 

Institut fiir Agrarpolitik und Marktlehre, Kiel, Germany. 
| Iron & Steel Board, London 
New School for Social Research, New York, U.S.A. 
New York Public Library, P.S., Grand Central Station, New York, 
K. U.S.A. 

Sri P.D.M. College of Commerce, Rajkot, India. 
} Torry Research Station, Aberdeen. 
Upper Lakes Shipping Ltd., Toronto, Ontario, Canada. 


d be 








RECENT PERIODICALS AND NEW BOOKS 


Applied Statistics 


Vot. VIII, No. 2, June 1959. Matching and Prediction on the Principle of Biological Classifica- 
tion: W. A. Betson. Deferred Sentencing Schemes: I. D. Hitt, G. Horsnexy and B. T. 
Warner. The Length of Cigarette Stubs: P. G. Gray and E. A. Parr. The Use of Edge- 
punched Cards in Statistical Computation: D. H. Warp. Designing a Budget Survey: W. F.F. 
Kemstey. Pseudo-random Elements for Computers: E. S. PAGE. 


Economica 


Voi. XXVI, No. 103, Aucusr 1959. The Contribution of Economic Theory to Economic 
Prognostication: R. C. Tress. Economic Growth and the Problem of Inflation: I: N. Kavpor. 
Advertising Appropriation Policy: W.Taprtin. Ricardo on Facior Prices and Income Distribution 
in a Growing Economy: H. Barxat. Stock and Flow Quantities: A Common Fallacy: R. W. 
CiLowerR; The Rate of Interest and Walras’ Law: H. Rose; Reply to R. W. Clower and H. 
Rose: D. Patinxin. “Coles”: Weights and Measures, with Special Reference to Abraham 
Darby and the Coke-smelting Process: R. A. Morr. 


The Review of Economie Studies 


Voi. XXVI, No. 71, June 1959. A “‘ Value and Capital”? Growth Model: J. R. Hicks. 
Cardinal Utility for Even-chance Mixtures of Pairs of Sure Prospects: G. DEBREU. The Case for 
** Revealed Preference”: H. M. WaGNneR. The Marginal Productivity Theory of Wages and 
Disguised Unemployment: D. Mazumpar. An Afterthought on the ‘‘ Real Cost—Opportunity 
Cost’ Dispute and some Aspects of General Equilibrium under Conditions of Variable Factor 
Supplies: J. VANEK. Comments on the General Theory of Second Best: M. McManus. 
McManus on Second Best: K. LANCASTER and R. G. Lipsey. 


Oxford Economic Papers 
Vou. 11, No. 2, June 1959. Mrs. Robinson on Simple Accumulation: G. D. N. Worswick. 
Exercises in the Analysis of Growth: R.F. Kaun. Some Problems of Definition and Measurement 
of Capital: J. Rostnson. Unbalanced Growth: P. STREETEN. Arguments for Tariffs: J. 
BLACK. 
Yorkshire Bulletin of Economic and Social Research 


Vou. 11, No. 1, Jury 1959. Economic Theory and Policy: J. C. Girpert. The Structure of 
World Export Trade, 1926-1953: F.H. Awapv. Montagu Norman and Banking Policy in the 
Nineteen Twenties: D. Wr1LitaMs. 


London and Cambridge Economic Bulletin 


No. 31, SepTeMBER 1959. The Economic Position. The United States Economy at Mid-year: 
M. W. Rever. The Reorganization of the Cotton Industry: J. WisEMAN. Prices and Wages: 
H. S. Booker. Quarterly Income and Expenditure: C. H. Feinstein. The U.K. External 
Position: S.J. Weis. Home Finance: R. F. G. Atrorp and H. B. Rose. 


National Institute Economic Review 


No. 4, Juty 1959. The Economic Situation: Recovery at Home; Recovery Abroad. 
No. 5, SEPTEMBER 1959. The Economic Situation. The Radcliffe Report: A Short Guide. The 
Demand for Industrial Materials, 1950-57. 


The Journal of Industrial Economics 


Vot. VII, No. 3, Jury 1959. Pricing for Profit in Retailing: W.G.McCLeLitanp. Economy 
of Scale in the Metal Removal Industry: S. B. Atpert. What is Relevant?: P. L. SmrrH. 
Productivity in Shipbuilding: J. R. Parkinson. Motor-vehicle Transport Pricing in Lebanon: 
R. N. Farmer. The Allocation of Goods Traffic between Road and Rail: C. H. SHarp. 
Price Discrimination at Retail: a Comment: W.D. Maxwet.; A Reply: R.H. Horton. An 

Analysis of the Man-made Textile Fiber Industry: E. E. Muntz. 
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RECENT PERIODICALS AND NEW BOOKS 





1959] 


The Economic History Review 


Vo. XII, No. 1, Aucusr 1959. The Stages of Economic Growth: W. W. Rostow. The 
Expansion and Decline of York in the Later Middle Ages: J. N. BARTLETT. English Merchant 
Capital in Bohemia in the Eighteenth Century: A. Kiima. Growth and Progress: The Nineteenth- 
century View in Britain: S. G. CHECKLAND. 


The British Journal of Sociology 


Vor. X, No. 3, SepTemBeR 1959. Special number on Industrial Sociology. The Need for 
a Sociology of Labour: V. L. Atten. The Aims of Industrial Sociology: Some Reflections: 

,W.H.Scorr. The Dynamics of Joint Consultation: F. FUERSTENBERG. Technical Organiza- 
tion as a Factor in Supervisor—Worker Conflict: J. H. GotprHorpe. Veblen and Industrial 
Sociology: J. A. BANxs. New Ways in Industrial Sociology: J. H. Smrru. Status, Mobility 
and Anomie: A Study in Readiness for Desegregation: M. M. 'Tumin and R. C. Couns. 


Population Studies 


Vor. XIII, No. 1, Jury 1959. The Growth of the Australian Population with Particular Reference 
to the Period since 1947: W. D. Borrtz. Married Women and Employment in England and 
Wales: R. K. Ketsatt and S. Mitcuety. Some Social Characteristics of Indian Immigrants 
to British Guiana: R.T.Smrru. Changing Features in the Soviet Population Census Programme: 
G. V. SELEGEN. Fertility Trends of the Asian Population of Tanganyika: J. G. C. BLACKER. 
A Demographic Study in an Area of Low Fertility in North-east Tanganyika: D. F. Roperts and 
R.E.S. TANNER. Swedish Population Thought in the Eighteenth Century: E. P. Hurcuinson.. 


The Sociological Review 


Vor. 7, No. 1, Jury 1959. Special number on Urbanism in West Africa, introduced by 
K. Lirtte. West African Urbanisation: A Geographical View: R. J. HARRIson CHURCH. 
Urbanism as a Traditional African Pattern: W. Bascom. The Yoruba Town Today: P. C. 
Lioyp. Some Urban Patterns of Marriage and Domesticity in West Africa: K. LitTie. 
Urbanisation and Religion in Eastern Ghana: D. K. Fiawoo. Urbanisation and the Position of 
Women: T. BAKER and M. Birp. 


Journal of Agricultural Economics 


Vor. XIII, No. 3, June 1959. Seasonality and Elasticity of the Demand for Food in Great Britain 
since Derationing: J. A.C. Brown. A Theoretical Approach to the Profit Maximisation Problems 
in Farm Management: G. B. CLARKE and I. G. Simpson. Some Further Results of Production 
Function Analysis of the Farm Managment Survey Data: R. W. M. Jounson. Economic 
Structure of the Food Trades in the United Kingdom: I. O. H. Lerrer. The Supply of Concen- 
trated Feeding-stuffs in British Agriculture: G. HALLETT. Restrictive Trading Agreements in the 
Dairy Industry: F. D. Mucus. Agricultural Subsidies and the Hill Farmer: E. A. Attwoop. 


The Farm Economist 


Vor. IX, No. 4, 1959. Some Implications of the Common Market for European Agriculture: D.T. 
Heatey. A Study of the Dissemination of Information about a New Technique in Dairy Farming: 
M. Smiru and D. SHepparp. Subsidies to Meat Production in the United Kingdom: G. 
Hauietr. Improving the Agriculture of Southern Italy: M. CHtsHoLm. 


The Banker 


Vor. 109, No. 402, Juty-Aucust 1959. Reflation Takes Hold. Fuel Strategy in Fragments: 
J. E. HartsHorn. Credit Since the Freeing. America’s Bursting Grannary: B. MORTIMER. 
Lombard Street Builds up its Resistance. Expanding Ireland’s Economy: J. MEENAN. 

Vor. 109, No. 403, Sepremper 1959. The Radcliffe Report: No Verdict on Money; Full 
Analysis and Commentary; Statistical Highlights. India Approaches the Third Plan: G. Tyson. 
Insurance: the Facts Behind the Mergers. Red Gold: Its Challenge to the West: T. BALOGH. 

Vou. 109, No. 404, Ocroser 1959. The City and the Election. Radcliffe under Scrutiny: What 
Role for Interest Rates?: E. V. Morcan; What is this Liquidity?: F. W. Patsu; A Post- 
mortem on “* Freedom”: T. BatocH. Take-over Bids and the Law: D. G. Rice. Chile 
Changes Course. 

No. 276.—voL. LXIx. 3H 
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The Bankers’ Magazine 

Vor. CLXXXVIII, No. 1385, Aucusr 1959. The Banking Half-year. Credit Transfer 
Scheme: R. Hinpte. Bank Rate Vindicated?—Evidence Before the Radcliffe Committee: 
W. H. Wurre. Life Assurance Summarised: P. Stessincs. Survey of Economic Conditions in 
the U.S.A.: The Economy at Mid-year. Foreign Bankers in London: A. H. Smiru. 

Vor. CLXXXVIII, No. 1386, SEPTEMBER 1959. The Radcliffe Report: A Preliminary Survey; 
Sir R. Hawrrey. Cohen Council Mark HI: C.T. SAunpvers. Survey of Economic Condi- 
tions in the U.S.A.: Statistical Growth in the Economies. Some Characteristics of Banking in 
Belgium: D. Frerens. U.K. Finance Companies: A Study of Profits, 1949-1958: N. Runa. 


Barclays Bank Review 
VoL. XXXIV, No. 3, Aucust 1959. France’s Economic Rehabilitation. The Bases of Common- 
wealih Trade. Britain’s Forests. 
District Bank Review 


No. 131, SEPTEMBER 1959. Money, Trade and Employment: A. N. Summmin. Management on 
the Farm: L. EASTERBROOK. The European Free Trade Association. 


Lloyds Bank Review 
No. 53, Jury 1959. Progress Without Tears: Honor Croome. The British Tourist Industry: 
J. Hennessy. The Role of the Economist in Public Affairs: E. DEvons. 


Midland Bank Review 


Aucust 1959. ‘“* Below the Line”? in Britain’s Budgets. A Glossary of ‘‘ Common Market” 


Terms. 
National Provincial Bank Review 


No. 47, Aucust 1959. British Railways—Their Re-emergence: Sin P. WARTER. Compensation | 


under Part I of the Town and Country Planning Act, 1959: D. Heap. 


The Three Banks Review 


No. 43, SEPTEMBER 1959. The Control of Public Expenditure: R.C. Tress. Air Transport— 
The Next Decade: P. MaserteLp. A Visit to Peking 1959: J. Keswick. 


Westminster Bank Review 


Aucust 1959. Three American Recessions; W. M. Scammer. Recent Trends in British 
Retailing: S. Pottarp and J. D. Hucues. Some Aspects of Broiler Production: B. J. F. 
James. Is Taxation a Deterrent?: L. Buck and S. SHmmmin. 


British Tax Review 


May-June 1959. Finance Act, 1959: Income Tax and Profits Tax: J. S. Heaton; Estate 
Duty: J. G. Monroe. The Regulating Power of Taxation: C. F. Carter. If I May be 
Pardoned for Adding . . . II: W. Puttutrs. Share Premiums Again: R. Instone. Succes 
sion to a Trade: G. B. GRAHAM. European Fiscal Systems: Holland: E. B. Nortcwirre. 

Juty—Avucusr 1959. Eating One’s Cake and Having It: H. H. Monroe. Feather-bedding 
Death Further Deliberated: G. S. A. WHEATCROFT. Schedule A Additional Assessments: P. 
Wuitwortu. United Kingdom—Eire Double Taxation Agreements and Assessments: G. C. 
Mason. European Fiscal Systems: France: E. B. NoRTCLIFFE. 


Journal of the Institute of Actuaries 


Vot. 85, Part I, No. 369, 1959. Provision for Old Age: The Future Development of the National 
Insurance Scheme: I: The Financial Structure of the Proposed Scheme: C. M. O’Brien; II: 


The Effect on Occupational Schemes of the Proposals for Contracting Out: W.G. Bamey. Th , 


Administration of the Institute of Actuaries: C.F. Woop. Continuous Mortality Investigation: 
Enquiry into the Desirability of Constructing a Light Table of Mortality. 


Planning 


Voi. XXV, No. 435, Aucust 1959. The Work of Newspaper Trusts. 
VoL. XXV, No. 436, SEPTEMBER 1959. European Unity—A Review. 
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Which? 


Juty 1959. Reports on Insect Repellents, Travel Sickness Preventatives, Seals of Approval. 
Aucust 1959. Reports on Spin Driers, Tumbler Driers, Airer Driers. 
SEPTEMBER 1959. Reports on Detergents, Canned Peaches. 


The Journal of the Institute of Transport 


Vou. 28, No. 5, Jury 1959. Aspects of Railway Management: D. Bee. Transport Costs: 
H. E. Ossorn. Road Finance: Sir H. OsBornE MAnceE. 

Vot. 28, No. 6, SEPTEMBER 1959. Some Impacts of Air and Road Transport in Railway Economics 
and Practices: C. E. Wutrwortu. The Expeditious Movement of Passengers and Baggage 
Before and After Flight: J. W. Swann. Pooling Track Costs: Sir H. OsBoRNE MANCE. 


Progress (Unilever) 


Vou. 47, No 262, Sprinc 1959. The Republic of Togoland: S. Otympio. The Maintenance 
of Full Employment by a Sound Financial Policy: R. Kamrrz. Industrial Design in Italy: A. 
Rossetui. Helping the Underdeveloped Countries to Help Themselves: Task of the Newest U.N. 
Agency: P. G. Horrman. Three Firms and a College: An Experiment in Management Educa- 
tion: D. MrrcHety. Serving East Africa’s Twenty Million People: Ten Years of the East 
Africa High Commission: Sir B. Hutt. The Institute of Social Studies, The Hague: E. DE 
VRIES. 

Cartel 


Vor. 9, No. 4, Ocroser 1959. Consumer Representation in Government: C.E. WARNE. The 
Control of Profit and Inflation: J. D. HuGHEs and K. ALEXANDER. First Steps in Economics: 
M.S. Morris. Fish: F. D. Boceis. 


Steel Review 


No. 15, Aucust 1959. Steel and the Outer Seven. The 300 Steel Companies. China and Her 
Race for Steel Production: B. Crozer. Continuous Casting: I. M. D. Hatiway. Curtain 
Walls in Modern Architecture: E.D. Mitts. Hire Purchase in Britain: R. Harris and A. 
SELDON. 

Hard Fibres 


No. 33, June 1959. World Situation. The Outlook. The Danish Cordage Industry. 
No. 34, SEPTEMBER 1959. World Situation. The Portuguese Cordage Industry. 


The South African Journal of Economics 


Vot. 27, No. 2, June 1959. Commonwealth Economic Problems: H. M. Ropertson. The 
Uganda Fisheries: Aspects of Government Policy: J. A. CRUTCHFIELD. Disruptive Competition 
and the South African Customs Tariff: D. W. Gorpuuys. Changes in South Africa’s Terms of 
Trade 1950-1958: T. vAN Waaspyk. Capitalization Issues: I. R. Woops. 


Finance and Trade Review (Volkskas Lid.) 


Vor. III, No. 5, June 1959. Economic Conditions and Prospects in South Africa: C. G. W. 
ScHuMANN. Some Techniques Employed in Price Control in South Africa: H. J. J. REYNDERS. 
The Economic Relations between the Union of South Africa and South West Africa with special 
reference to the Implications of Complete Integration: D. C. Krocn. 


The Canadian Journal of Economics and Political Science 


Vou. 25, No. 3, Aucusr 1959. Europe’s Unification and Canada’s Trade: R. E. Caves. 
Quebec and Canadian Federalism: A. Brapy. Robert Borden and the Election of 1911: H. 
MacQuarrie. The Moral Dimension in Sociological Theory and Research: R. C. ANGELL. 
Loligopole: M. Boucuarp. Direct and Representative Democracy in West Germany: G. 
BRAUNTHAL. The Political Economy of Central Africa’s Experiment with Inter-racial Partnership: 
W. J. BARBER. 

The Indian Journal of Economics 


Vo.. XXXIX, No. 153, Ocroser 1958. Theoretical Objections to Agriculture-biased Economic 
Development: K. K. Kurmara. Mr Kurihara’s “ Secular Macro-economic Theorems”: 
A. J. Haccer. Marshallian Analysis of Discriminatory Tariff Reduction: An Extension: 
H.G. Jounson. The Monopoly Problem: Its Implications for India: Prrram Sincu. Cottage 
Industries and their Planning in Andhra Pradesh: R.V. Rao. Prosperity in the United States: 
R. J. HENstey. 
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The Indian Economic Journal 
Vot. VI, No. 4, Aprit 1959. Gunnar Myrdal and Friedrich List on Economic Development: J. P. 
BetsHaw. The Distribution of Income in Ceylon and the United States: T. Morcan and 
N. K. Cuoupury. Distributing Fertilizers by Administrative Order in India: An Example of 
Applied Economic Policy: J. H. Wavrers. Agricultural Price Stabilization in the Context of 
Rapid Economic Development: G. PARTHASARATHY. 


Population Review 
Vot. 3, No. 2, Jury 1959. China’s Population Problems: A Report: S. CHANDRASEKHAR. 
An Approach to the Cultural Base of Infant Mortality in India: A. YANKAUR. How Japan 
Halved Her Birth Rate in Ten Years and the Lessons for India: R. A. GopALASwaAmi. Human 
Fertility Differentials: The Influence of Industrial-Urban Development on Birth Rates: R. B, 
HucuHEs. 


Tata Quarterly 


Vot. XIV, No. 2, Aprit 1959. Census of Indian Manufactures: An Analysis. 
Vou. XIV, No. 3, Jury 1959. The Nature of India’s Repayment Problem. 


Arthaniti 


Vot. II, No. 2, May 1959. Some Aspects of the Stability of Monetary Equilibrium: Mune 
Kanti Raxksuit. Liquidity Preference: A Suggested Representation: T. MAJUMDAR. External 
Capital and Economic Development: V.V.Buatr. The Capital—Output Ratio in Indian Manu- 
facturing Industries, 1946-55: B. N. MuxKHERJEE. On Some Economic Models for India: N. 
SREENIVASHA IYENGAR and S. KrisHNA Moortuy. Sectoral Models for Development 
Planning: K. N. Ray and A. K. Sen. The Choice of Processes in a Developing Economy: D. 
BHATTACHARYYA. 

Pakistan Economic Journal 


Vot. VIII, No. 1, Marcn 1958. Papers and Proceedings of the Eighth Annual Conference of the 
Pakistan Economic Association, Lahore, January 1958. 

Vo. [X, No. 1, Marcu 1959. An Econometric Model for Foreign Trade: Wantput Hag. 
Recent Trends in Long-term Credit: MAunruzut Hag. A Study of Pakistan’s Budget System: 
AntsuR RAHMAN. Reduction in Fluctuation in Jute Prices: AHSANULLAH SippiQguE. Rural 
Economic Conditions in an East Pakistan District: M. HAsBrBuLia. 


: The National and Grindlays Review 


Vox. 5, No. 3, Jury 1959. Asia’s Version of Guns or Butter: Food Supplies and National | 


Planning. World Oil Trends. 


Journal of the Statistical and Social Inquiry Society of Ireland 


Voi. XX, Parr I, 1957-58. The Political Economy of Development: J. MEENAN. Local 
Government Finance and Central Control: D. Lorrs. Natality in Dublin in the Year 1953: 





J. F. Knaccs. Some Observations on Social Security and the Aged: T. Etwoop. Some Recent | 


‘Developments in Secondary Education in Great Britain with special reference to Technical Education: 
D. M. Pauuin. Ireland and International Monetary Institutions: B. Menton. Marriage and 
Fertility in Nineteenth Century Londonderry: J. H. JouHNson. An Analysis of the Irish Census of 


Distribution, 1951: B. F. SuHreips. The Volume of Press Display Advertising in Ireland, 1957: 


W. V. Kincston and B. J. PRENDIVILLE. 
The Irish Banking Review 


June 1959. Northern Ireland: The Economic Position: Str W. Scott. The Budget. Insh 
Agriculture: Problems of Development. 


International Labour Review 


Voit. LXXX, No. 1, Jury 1959. Latin America and the International Labour Organisation: \ 
Forty Years of Collaboration, 1919-59: J. Rens. Women under India’s Community Development 
Programme: P. Das. 

Voi. LX XX, No. 2, Aucusr 1959. The Preparation, Organisation and Execution of National 
Productivity Programmes: Conclusions of a Technical Meeting on Problems of Productivity Improv: | 
ment in Certain Countries. Off-duty Welfare Services and Facilities for Merchant Seamen: E. P. 
Houman. Industrial Relations in Japan: I Kixucut. | 
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Vor. LXXX, No. 3, SepremBer 1959. The Forty-third Session of the International Labour 
Conference, Geneva, June 1959. Safeguards for Crew Members of the Nuclear, Ship ‘* Savannah”: 
R. P. Gopwin, W. A. Hepsurn and P. E. Carrico. 

Vot. LX XX, No. 4, OcroBer 1959. Regional Development, Economic Growth and Employment 
in France. Wage Negotiations and Wage Policies in Sweden: I. Handicrafts in Turkey: C. 
TALAS. 


International Financial Statistics 


Vo.. XII, No. 7, Juty 1959. Usual statistical material. 

Vout. XII, No. 8, Aucust 1959. Usual statistical material. 

Vou. XII, No. 9, SEPTEMBER 1959. Revised Statistics on Gold and Foreign Exchange Holdings. 
Final Summary of E.P.U. Operations. Usual statistical material. 

Vot. XII, No. 10, Ocrosper 1959. New Fund Quotas. Statistical Indicators for World by 
Areas. Government Finance Statistics for Burma. Ususal statistical material. 


United Nations Economic Bulletin for Europe 
Vor. 11, No. 1, 1959. Current Economic Developments in Europe. Foreign Trade and Economic 
Development in Eastern Europe and the Soviet Union. 
Vox. 11, No. 2, 1959. Recent Developments in European Trade. 


International Social Science Journal 
Voi. XI, No. 2, 1959. Teaching of the Social Sciences in the U.S.S.R. 


Revue de l’ Institut International de Statistique 


Vot. 26, No. 1-3, 1958. La trente et uniéme Session de l'Institut International de Statistique, 
Bruxelles, September 1958: G. Darmots. A Case Study of Interdependent Versus Causal Chain 
Systems: H.O.A.Woxpv. Sur la portée pratique de la convergence presque certaine: M. FRECHET. 
Consumer Price Indexes and Demand Functions: A. A. Kontis. The Extension of Wald’s Method 
of Fitting Straight Lines to Multiple Regression: J. W. Hooper and H. Tue. An Experiment 
in the Theory of a Census with Control Rounds: A. Y. Boyarsky. 


Econometrica 

Vou. 27, No. 2, Aprit 1959. Substitution versus Fixed Production Coefficients in the Theory of 
Economic Growth: A Synthesis: L. JOHANSEN. A Complete Scheme for Computing All Direct 
and Cross Demand Elasticities in a Model with Many Sectors: R. Friscu. The Validity of 
Cross-sectionally Estimated Behavior Equations in Time Series Applications: E. Kun. Pro- 
grammes d’Expansion et Taux d’Intérét: E. Matinvaup. A Model of Seasonal Inventories: 
M. J. BRENNAN. Simultaneous Equations and Canonical Correlation Theory: J. W. Hooper. 
The Aggregation Problem in Input-Output Analysis: K. Ara. A Statistical Model of Friction 
in Economics: R. N. Rosetr. 


Kyklos 


Vou. XII, No. 3, 1959. Second Symposium on Stabilization and Development of Primary 
Producing Countries. 


The American Economic Review 


Vor. XLIX, No. 3, June 1959. Theories of Decision-making in Economics: H. A. Simon. 
India and China: Contrasts in Development: W. MAtensaum. Population and Economic 
Growth: E.E. HaGEN. The Shape of the Income Distribution: S. Lesercotr. The Accelera- 
tion Principle: Inventories: N. Y. RoBInsoN. 

Vot. XLIX, No. 4, SepremBer 1959. Diffusion, Acceleration and Business Cycles: B. G. 
Hickman. Utility Theory and Profit Maximization: J. E. Harinc and G. C. Sir. 
Payments for Labor and Foreign Trade: F. M. Wicu1aMs and E. I. Eaton. Windfall Income 
and Consumption: R. Bopxin. European Integration and American Trade: M. E. Krein. 


The Annals of the American Academy of Political and Social Science 


Vou. 324, Jury 1959. Resolving the Russian-American Deadlock. 
Vou. 325, SepremBer 1959. American Civilization and Its Leadership Needs, 1960-1990. 
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The Quarterly Journal of Economics 
Vout. LXXIII, No. 3, Aucusr 1959. Waiting and the Period of Production: R. Dorrmay, 
Public Policy and Increased Competition in the Synthetic Ammonia Industry: W. H. Mart, 
John Rae on Economic Development: J. J. SPENGLER. Classical and Keynesian Employment 
Theories: E. O. Epwarps. Structural Aspects of Money Velocity: G. Garvy. The Ebb 
Tide of Capitalism?: Schumpeter’s Prophecy Re-examined: J. R. SCHLESINGER and A. PHILups, 








Choice of Capital Intensity Further Considered: A. K. Sen. Are Social Indifference Curves | 


Conuex?: W.M. GorMAN. 


The Journal of Political Economy 


Vo. LXVII, No. 3, June 1959. Determinants of Risk Premiums on Corporate Bonds: L, 
FisHER. Production Functions, Innovations, and Economic Growth: D. HamBerc. The Effect 
of Tariffs on the Level and Terms of Trade: W. M. Gorman. Deflationary Effects of Outlay 
and Income Taxes: A. Morac. The Behavior of the French Money Supply, 1938-54: A. ¥. 
Mettzer. The Simple Economics of Basic Scientific Research: R. R. NEuSoNn. 

Vo. LXVII, No. 4, Aucust 1959. The Demand for Money: Some Theoretical and Empirical 
Results: M. Fremman. The Effect of Monopoly on Price: D. SCHWARTZMAN.  Instalment 
Credit Control: A Theoretical Analysis: A. C. Cutanc. The Convexity Assumption in the 
Theory of Competitive Markets: M. J. FARRELL. 


The Review of Economics and Statistics 


Vou. XLI, No. 3, Aucust 1959. For the Abandonment of Symmetry in Game Theory: T. C. 
ScHELLING. Inflation and Quasi-Electric Changes in Costs: R. P. Mack. Expenditure 
Implications of Metropolitan Growth and Consolidation: W. Z. Hirscu. The Utilization of 
Agricultural Land: A Theoretical and Empirical Inquiry: J. M. HENDERSON. Income Sensi- 
tivity of a Simple Personal Income Tax: E. C. Brown and R. J. Kruizenca. On Concepts 
and Measures of Changes in Productivity: L. L. Pastnett1; Comment: R. M. Sotow; Refly: 
L. L. Pastnett1. The Relationship between Tangible Investment and Consumer Savings: E. §. 
Maynes. A Theory of Speculation Relating Profitability and Stability: L. G. TELseR; Reply: 
W. J. Baumox. A Note on Interest Rates and the Demand for Money: A. C. STEDRY. 


The Southern Economic Journal 
VoL. XXVI, No. 1, Jury 1959. Adam Smith’s Theory of Economic Growth: Part II: J. J. 
SPENGLER. Toward an Integration of Wage Theory: A. Kuun. The Debt-Expenditure 
Hypothesis and Residential Construction: D. 1. FAND. Hoarding, Velocity, and Financial Inter- 
mediaries: C.F. HAywoop. Characteristics of Nonpar Banking: A Case Study: C. H. Kreps. 
The Union in British Socialist Thought: J. A. Corps. 


Industrial and Labor Relations Review 


Vou. 12, No. 4, Jury 1959. Democracy in Overalls: The Futile Quest for Union Democracy: | 


C. P. Macratu. Organized Labor’s Place in the Community Power Structure: W. H. Fors. 
Skill Requirements and Industrial Training in Durable Goods Manufacturing: C.S. Benson and 
P. R. Lounes. The Trade Unions and Fabian Socialism: J. Mewtrz. The Evolution of 
Christian Trade Unionism in Quebec: S. H. Barnes. Trade Union Development and Labu 
Relations Policy in the Philippines: D. Wurret. Some Issues and Goals in Social Security: 
W. J. CoHEN. 

Vou. 13, No. 1, Ocroser 1959. Price Behavior and Productivity in the Medical Market: J. W. 
GARBARINO. Competitive Unionism in the Chemical Industry: A. R. Weser. Dispute 
Settlement in Atomic Energy Plants: D. B. Jounson. Monopoly in the Labor Market: The 
** Bummarees ” of London’s Wholesale Meat Market: S. Rorrenserc. The Supply Cure of | 
Labor Re-examined: S. Cowen. Radiation Disability: Will It be Adequately Compensated?: 
E. F. Cuerr. 


The Journal of Economic History 


Vor. XIX, No. 1, Marcu 1959. Recent Contributions to Economic History. Americat 
History to 1789: L. A. Harper. The United States, 1789-1860: C. Goopricu. Th 
United States, 1861-1900: T. LeDuc. The United States, The Twentieth Century: T. © 
Cocuran. Canada: W. T. EasTrersroox. Recent Contributions to Business History. 
The United States: J. G. B. Hutcuins. 
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Economic Geography 


Vor. 35, No. 3, Juty 1959. The Changing Relationships of Economics and Economic Geography: 
R. B. McNee. The Geographical Pattern of Iranian Oil Development: A. MELAMID. Agri- 
cultural Regions of Southern Ontario, 1880 and 1951: L.G. ReEeps. The Dairy Industry of the 
Hawaiian Islands: L. DuRAND. World Production and Use of Steel Scrap: N. J. G. Pounps. 
Post-war Agricultural Settlement in Manitoba: B. G. VANDERHILL. Geography of Manu- 
facturing in India: P. P. Karan and W. M. Jenxins. 

Vor. 35, No. 4, Ocroper 1959. Towards a More General Economic Geography: H. H. 
McCarty. The AustralianCBD: P.Scotr. Small-scale Land Use Mapping from Statistical 
Data: C. N. Forwarp and C. W. Raymonp. Boundary Study as a Tool in CBD Analysis: 
An Interpretation of Certain Aspects of the Boundary of Cape Town’s Central Business District: 
D. H. Davies. Von Thiinen in Retrospect: A. GROTEWOLD. Sugar Growing and Processing 
in the Union of South Africa: O. WILLIAMs. 


The Journal of Accountancy 


Vot. 108, No. 3, SepremBeR 1959. Continuing Professional Development: L. H. PENNEY. 
Auditing and Internal Control: P. L. Derutiese. Gift Taxes and Tenancies by the Entirety: A. 
Tomuinson. Salesmanship in Accounting Practice: J. W. LAFRANCE. Cost-cutting Potentials 
in Small Business: J. PELE]. 

Vox. 108, No. 4, OcroBer 1958. Depreciation: Concept and Measurement: W. A. Paton. 
The Income Statement as a Management Tool: A. E. Witte. A Survey of Incentive Compensation 
Plans: C.J. Stuon. State Taxation of Interstate Commerce: E. GERVER. 


Revue Economique 


Vor. X, No. 5, SepremBer 1959. L’Economie de la V* République. Stabilisation et 
expansion: A. BARRERE. Le nouveau cadre institutionnel: J. MEYNAUD. Les investissements: 
P. BaucHet. Rapport des experts et opération de décembre 1958: J. LE Bourva. Liquidation 
de ?'U.E.P. et accord monétaire européen: C. Penctaovu. La politique agricole: P. Coutin. 


‘ Revue d’Economie Politique 


Vor. 69, No. 3, May-June 1959. Les conditions d’une politique de développement régional pour 
les pays du marché commun: J. Lajucie. Li’organisation dé la zone franc: évolution récente et vues 
d’avenir: G. Lepuc. Fonctionnement et équilibre de la zone franc: P. Mouss. Prolégoménes a 
Penseignement de la philosophie économique: D. VILLEY. 

Vor. 69, No. 4-5, Juty-Ocroser 1959. La France économique en 1958. 


Revue de Science Financiére 


Vot. LI, No. 3, Juty-SepTemBerR 1959. Déséquilibre extérieur et contréle del’ activité intérieure: 
M. LassupriE-DucHENE. Le régime fiscal et son influence sur la gestion des Sociétés aux Etats- 
Unis: G. Trxter. La concession, instrument juridique d’investissements privés étrangers: G. LE 
Tatiec. La devise directrice: J. WOLFF. 


Journal de la Société de Statistique de Paris 


Vor. 100, No. 4-6, Aprm—JunE 1959. Enguéte par sondage sur les dépenses d’entretien de la 
propriété bétie: J. DE PortzaMpaRc. L’investissement en France: P. Causoue. Méthode 
d’analyse des observations par “‘ tout ou rien’: E. Morice. L’analyse hiérarchique: J. DESABIE. 

Vor. 100, No. 7-9, Juty—SepTemBeR 1959. Le referendum: Essai d’étude statistique: J. 
DesaBie. Investissement et amortissement: P. CauBpour. Chronique de démographie: M. 
Croze. Comptabilité sociale et méthodologie statistique: P. THIONET. 


Population 


Vou. 14, No. 2, Aprit—June 1959. La surmortalité infantile dans le nord et le Pas-de-Calais: 
A. Grrarp, L. Henry and R. Nistri. Le niveau intellectuel des recrues du contingent: Réparti- 
tion géographique pour certaines professions: M. De MontMo.uin. Le budget-temps de la femme 
mariée a la campagne: A. GrrARD and H. Bastiwe. Les dispenses civiles au mariage en France 
a 1800: J. Surrer and C. Lévy. La démographie, une science humaine appliquée: P. 

EORGE. 

Vor. 14, No. 3, Jury-SepremBer 1959. Recherche scientifique et sciences humaines: L. 
Cuevauier. De la vie traditionelle a la vie tertiaire: J. Fourastit. La mortalité par accidents 
chez les enfants: J. N. BrraBen. Evolution de la population active en divers pays industriels: F. 
Lerwon. Apergus de la démographie de Sotteville-lés-Rouen vers la fin du XVIIF siécle: 
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P.Girarp. Etude démographique comparée des Indiens Oayana et des Noirs Réfugiés Boni du Haut- 
Maroni: J. Hurautt. L’activité des Nations-unies pour les questions de population: R, 
Pressat and A. Sauvy. 

Consommation 


Vot. VI, No. 2, Aprit—juNE 1959. Les dépenses d’automobiles des ménages frangais: E. Liste 
and H. Faure. La consommation des produits animaux en France: N. TABARD. 


Bulletin de ’ Institut de Recherches Economiques et Sociales 


VoL. XXV, No. 4, June 1959. La Belgique en 1958. 
Voi. XXV, No. 5, Juty 1959. La conjoncture économique de la Belgique: O. THUR. 


Annales de Sciences Economiques Appliquées 


Vot. 17, No. 3, Juty 1959. Une expérience d’évaluation des fonctions de cadre: J. T. LEHMANN, 
J. P. Hermans and D. Carton De Licutsuer. Des causes du facteur d’inertie observé chez 
certains éléments de la main-d’oeuvre autochtone des milieux extracoutumiers du Bas-Congo: P. 
RAyMAEKERS. Le probléme charbonnier en Belgique: pour ou contre la fermeture des mines margin- 
ales: Y. LENssENS. Exposé de la méthode de l'étude de motivation: H. Henry. La recherche, 
outil indispensable d’une publicité scientifique: H. PIANa. 

Vot. 17, No. 4, Ocroser 1959. Belgique, Benelux et Marché commun: H. ve Lovinrosse. 
Le Congolais en face de l’assurance: P. Coppens. Problémes de gestion opérationnelle des stocks: 
J. MicHa. Comparaison des régimes fiscaux néerlandais et belges, du point de vue de leur incidence 
sur l'économie de l’entreprise: J. A. GEERTMAN. 


Revue de I’ Institut de Sociologie 


No. 3, 1959. Loisir cinématographique et culture populaire: J. DumMAzepreR. Les syndicats 
ouvriers de la Grande-Bretagne: B. Mocripcre. L’enregistrement des naissances et décés comme 
source d’information ethnographique a Kenscoff, Haiti: S. and J. ComHAtrE-SyLvAIN. Aspects 
originaux de I’ Université aux Etats-Unis: G. Aus. 


Cahiers Economiques de Bruxelles 


No. 4, Jury 1959. La Produit national brut de 1948 4 1958. Essai de prévision de la quantité 
de travail en Belgique en 1960, 1965, 1970, 1975: L. DERwa. La position socialiste devant les 
problémes économiques: R. Evatenxo. La position libérale devant les problémes économiques: 
P. Hatry. La position du Mouvement Ouvrier Chrétien devant les problémes économiques: A. 
Ouerre.; La rémunération horaire des salariés: R. DE FALLEUR. La valeur économique du 
travail mfnager: G. CHaput-Auguier. La Consommation en Belgique de 1948 a 1958: J. 
POELMANS. 

Cahiers Economiques du Service d’ Etudes 


No. 22, 1959. L’Economie Luxembourgeoise en 1958. 
Schmollers Jahrbuch 


Vou. 79, No. 4, 1959. Was heisst ékonomische Theorie?: Uber die Methodik des modernen 
Denkens: F. Jonas. Von Geld und Geldswertem: Eine Studie zur sékularen Miinzwerttechnik auf 
dem Standpunkt der Indiktion: M. Srrisin. Arbeitsethos: II: Eine Einfiihring in seine 
Geschichte: E. SCHMIEDER. 

Vot. 79, No. 5,.1959. Der junge Schmoller und die Arbeiterfrage: G. ALBRECHT. Finanzwitl- 
schaftliche Grundlagen der Kapitalbildung in Siidosteuropa: T. SurANy1-UNGER. Die histori- 
schen Vorausssetzungen des Credit-Mobilier-Bankwesens in Osterreich: E. MArz. Gefiige und 
Geriist: Bemerkungen von der Analytischen Gesellungsiehre von Max Graf Solms: W. Z1EGENFUSS. 


Weltwirtschaftliches Archiv 


Vou. 82, No. 1, 1959. Die wirtschaftlichen und sozialen Wirkungen der Automatisierung: M. 
Loumann. Veblen and Mandeville Contrasted: J.J. SpENGLER. The Consumer Expectations: 
A Critique of Some Recent Contributions and Particularities of a New Theoretical Scheme: A. 
Prepetti. Money in a Static Framework: 1. ADELMAN. Die amerikanische Zollfrage und die 
** Pressure Groups”’: K. Houstk. 

Vo. 82, No. 2, 1959. Frederik Zeuthen in memoriam (1888-1959): E. SCHNEIDER. Entre- 
preneurial Typology: F. Repuicu. Zur empirischen Bestimmung der Einkommensabhangigkeit 
der Nachfrage im Bereich des privaten Verbrauchs: H. Scumucker. Produktivitétsmessung auf 
der Grundlage von Input—Output-Tabellen: A. Stopper. ur Theorie des Wirtschaftskreislaufs: 
R. Henn. Aussenwirtschaftspolitik und Weltindustriestrucktur: H. KAHMANN. 
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Wirtschaft und Statistik 


Vor. 11, No. 6, June 1959. Ergebnisse der Gehalts-und Lohnstrukturerhebung fiir Oktober 1957: 
W. VON DER DECKEN. 

Vot. 11, No. 7. Jury 1959. Der Nachweis des Saarlandes in der Wirtschaftsstatistik: G. First. 
Der Aussenhandel der Bundesrepublik Deutschland und die wirtschaftliche Eingliederung des Saar- 
landes: F.GossEL. Krankenversicherung und Altersversorgung der Bevilkerung: L. HERBERGER. 
Die Geschaftstatigkeit der Bausparkassen seit der Geldumstellung und das Bauspargeschaft in 
regionaler Sicht: H. Scuuttze. Arbeitszeiten und Bruttowochenverdienste der Arbeiter: W. VON 
DER DECKEN. 

Vot. 11, No. 8, Aucust 1959. Die Arbeitnehmer- und Rentnerhaushalte nach der Hohe ihres Haus- 
haltseinkommens: G. First and K. Horstmann. Die Zusammenhdnge zwischen Miete und 
Einkommen: A. Sosotscuinski. Der Depotbesitz an deutschen Aktien: R. BERNDSEN. 

Vor. 11, No. 9, SEPTEMBER 1959. Die Verdnderung des bisherigen Bildes iiber die Erwerbstatig- 
keit durch die Ergebnisse des Mikrozensus: H. SpERtiNG and H, Birrxner. Die Angestellten- 
verdienste: WW. VON DER DECKEN. 


Keitschrift fiir die Gesamte Staatswissenschaft 


Vor. 115, No. 2, 1959. Ausbeutung und Marktform: Kurvenverschiebungen bei Verdnderung des 
 Okonomischen Freiheitsgrades’’: H. Arnpvt. Konzentration und Wachstum: H. K6nic. 
Gesamtwirtschaftliche Optimierung von Transportbeziehungen unter Verwendung linearer Verteilungs- 
modelle: H. GiicHer. Die unverteilten Gewinne der Kapitalgesellschaften in Deutschland 
1871-1957: W. G. HorrMann. ur Wandlung der sozialen Prestige-ordnung unter sozialisti- 
schen Einfluss: K. V. Miuier. Die natiirliche Bewegung der Weltbevélkerung mit besonderer 
Beriicksichtigung der U.S.A.: R. Vv. UNGERN-STERNBERG. 

Vor. 115, No. 3, 1959. Das Richtmass: L. von Wiese. Wirtschaftswissenschaft in politischer 
Verantwortung: O. vON NELL-BREUNING. Formen der Finanzsoziologie: H.Jecut. Finanz- 
politik oder “* Fiscal Policy’’?: G. ScumMO.tpErRs. Fin Oligopolexperiment: H. SAUERMANN 
and R. SELTEN. Grundlinien einer stochastischen Konjunkturtheorie: W. KRELLE. Wirkungs- 
felder des Zinses: O. VeEtr. Goldwahrung und Wahrungskonvertierbarkeit: TH. MO .uErR. 
Bemerkungen zum Begriff des Monopolmissbrauchs: T. Wessets. Die Produktivitatsstruktur der 
Industrie in verschiedenen Entwicklungsstadien: W.G. HOFFMANN. 


Vierteljahrshefte zur Wirtschaftsforschung 


No. 2, 1959. Zur Konjunkturellen Situation: Internationaler Uberblick: I. KOHLER-REICKEN- 
BERG; ur Entwicklung der Zahlungsbilanzen: M. TESCHNER; Westdeutschland: D. Hiss. 
Volkswirtschaftliche Gesamtrechnung einschliesslich Geldvermégensrechnung fiir die Bundesrepublik: 
Erstes Quartal 1959: K. Dierer Arnot and H. Sewer. Anlagelnvestitionen und Andlage- 
vermégen der westdeutschen Automobilindustrie: R. KRENGEL. Struktur und Rationalisierung des 
Energieverbrauchs der verarbeitenden Industrie des Bundesgebietes bis 1958: K. Kocu. Bevilker- 
ungsentwicklung und Arbeitskraftenpotential in Mitteldeutschland: H. G. TOnyes. 

No. 3, 1959. ur konjunkturellen Situation: 1. KOHLER-RiecHENBERG; H. MARTELL; M. 
TEscuNneR. Volkswirtschaftliche Gesamtrechnung einschliesslich Geldvermégensrechnung fiir die 
Bundesrepublik: Zweites Quartal 1959: K. D. Arnot and H. Semuer. Sind die Grossun- 
ternehmungen wirklich stark iiberlegen?: R. KRENGEL. ur kiinftigen Entwicklung des Arbeits- 
kraftepotentials in der Bundesrepublik: T. BoLux. Zur wirtschaftlichen Entwicklung Polens nach 
1956: R. P. Rocuuin. 


Allgemeines Statistisches Archiv 
Vor. 43, No. 1, 1959. Die erste Volksdhlung im Sudan 1955/56: R.H. Rotracu. Gedanken 
liber den Brauch und Missbrauch der Statistik in der Politik: W. Mater. Masszahlen in der 
Wanderungsstatistik: K.Scuwarz. Einfluss der Kinderzahl auf das Lebensniveau der Familien: 
H. Scumucker. Ein Stichprobenverfahren zur Auswahl von Haushaltungen: W. Heyn. 


Wirtschaftsdienst (German text, English summaries) 
Vou. 39, No. 8, Aucust 1959. The Road towards a General European Solution. The West 
a Oil Industry: H. Morcensesser. Future Aspects of Traffic at the Port of Hamburg: 
. LENK. 
Vo. 39, No. 9, SEPTEMBER 1959. Shorter Working Time. Labour Market and Labour Market 
ig 4 in the Countries of the European Keonomic Community: H. Bugs. The Airport of Hamburg: 
. Loan. 
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Bayern in Zahlen 


Vot. 13, No. 8, Aucusr 1959. Das Sozialprodukt in Bayern 1958: H. Scumucker. Die Lage 
der bayer t Wirtschaft des Sommers 1959: L. Letpericn. Die Viehbestdnde 
Bayerns in Sommer 1959; J. Bucs. Die funktionelle Gliederung der Beschaftigten in der bayeri- 
schen Industries 1’. Wosse. Die Betreuung von hilfsbediirftigen Deutschen im Auslande: E. 
Scumipt. Der Wohnungsbau in Bayern 1958: F. ENGEL. 


Vot. 13, No. 9, SrpremserR 1959. Die Vorrdte an Getreide und Kartoffeln in der bayerischen 
Landwirtschafi: Hetiter. Die Ausfuhr Bayerns 1958: J. LEIPNER. eit- und Leistungs- 
lohn in der Industrie in Bayern: A. Herr. Der Arbeiter- und Angestelltenverdienste in Bayern im 
Mai 1959: A. Herr. Die Straffilligkeit der Fugendlichen in Bayern 1954 bis 1958: W. 
ZANZINGER. Der individuelle Wohnungsbedarf in Bayern 1957: F. ENGEL. 


Aussenwirtschaft 


Vo. 14, No. 1-2, Marcu-June 1959. Die europdische Wirtschaftsintegration im Banne des 
Gemeinsamen Marktes: A symposium with contributions by H. BAcHMaANN, H. G. Bins- 
WANGER, A. BossHARDT, R. F. HArrRop, A. Hay, K. L. Herczec, W. Hus, E. Kine, P. 
LANGUETIN, E. STADELHOFER and V. H. Umsricnt. 

Vot. 14, No. 3, SEPTEMBER 1959. Betrachtungen zur Aussenwirtschaftspolitik: H. BACHMANN 
and-A. BossHarpT. Le cadre institutionnel de Vintégration européene: G. F. BAvER. Die 
Freiziigigkeit der Unternehmungen und der Arbeit: M. Hoizer. Le probléme de harmonisation 
des charges sociales: C. KUNTSCHEN. 


Schweizertsche Zeitschrift fiir Volkswirtschaft und Statistik 


Vot. 95,-No. 2, June 1959. Valentin F. Wagner: W. A. JOuHR. Wohnungsbedarf und Woh- 
nungsproduktion in Vergangenheit und Zukunft: W. Bicxei. Probleme der Wohnbaupolitik: H. 
SIEBER. Probleme des Wohnungsbaus, vom Gesichtspunkt der Regionalplanung aus betrachtet: 
M. GrossMANN. Kartelle und Preisflexibilitat: W. KRetite. Noch einmal Kartelle und 
Preisflexibilitat: J. NrEHANS. 

Vot. 95, No. 3, SEPTEMBER 1959. Wirtschaft und Wohlfahrt: E. Kinc. Betriebswirtschaft- 
liche Aspekte des technischen Fortschritts: J. J. ScHWENTER. Von der Sozialphilosophie zur 
empirischen Sozialforschung: E. J. WALTER. Monopolpreis, vertikale Integration und. Mengenra- 
batt: J. NreHANs. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 


Vor. XXXII, No. 7, Jury 1959. Die wirtschafiliche Lage in Osterreich. Osterreich und die 
Kliene Freihandelszone. Das Bundesheer und die osterreichische Wirtschaft. 

Vor. XXXII, No. 8, Aucusr 1959. Die wirtschaftliche Lage in Osterreich. Die Entwicklung 
der Beschaftigung in Osterreich on 1957 bis 1958. 

Voi. XXXII, No. 9, SepremBeR 1959. Die dsterreichische Konjunktur zu Beginn der Herbst- 
saison 1959. Die Automatisierung des Fernsprechverkehrs in Osterreich. 


De Economist 


No. 7-8, Juty—Aucust 1959. Een duopolispel: W. J. VAN DE WoEsTIJNE. Het graanprijs- 
beleid in de landen van de Europese Economische Gemeenschap: G. GREIDANUS. 

No. 9, SEPTEMBER 1959. Het Westen des landes: L. H. J. ANGENOT. Len nieuwe visie op de 
economie als wetenschap: J. J. KLANT. Opmerkingen en aantekeningen: E. H. VAN DER POLL; 
H. R. Wortmann; I. E. G. vAN DER Boor and A. F. VELDKAMP. 


Nationalakonomisk Tidsskrift 
Vor. 97, No. 1-2, 1959 Frederik Zeuthen, 1888-1959: H. Brems and H. Frus. Fortegnelse 
over Professor Zeuthens Skrifter: K. E. Svenpsen. Interessegrupperne og den Okonomiske 
Politik: E. Outsen. En Disputats om Dollarknaphed: I: P. Nysoe ANvERSEN; II: C. 
Kversen. Vejtrafikkens Samlede Betydning i Nationalregnskabet: L. Meyer and E. Is 
Scumipr. Offentlige Investerings-problemer: V. KampMANN. Om Vaekstmodeller i Sociali- 
stiske Samfund: K. E. SvENDSEN. 


Ekonomisk Tidskrift (Swedish text) 


Vor. LXI, No. 2, June 1959. Some Notes on the Theory of Index Loans: II: G. ARvIDssON. 
Equilibrium and Activity Analysis and Input-Output: B. HOGLUuND. 
SuppLeMENT: Changes in Population and Domestic Econometrics: G. AKERMAN. 
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Vow. LXI, No. 3, SEPTEMBER 1959. Gustaf Akerman in memoriam. The Effects of the State 
Budget: B. HANsEN. On Homogeneity in Production Functions: R. BentzeEv and ©. JoHANs- 
SON. 

Dkonomi og Politik 

Voi. 33, No. 1, 1959. Kulturelle problemer i forholdet Ost-Vest: D. HAMMERSKJOLD. Kon- 
traster og konflikter i italiensk politik: E. REskE-NIELSEN. Jordan—Fra emirat til kongedemme: 
H. Punpik. 


Ekonomiska Samfundets Tidskrift 


Vor. 12, No. 2, 1959. Konkurrens och valfardsidéer i Europadiskussionen: I. SVENNILSON. 
Aktuellt i utrikeshandeln: T. Hactunp. Effarenheter av flerarsplanering i Helsingfors stads 
finansforvaltning: K. E. ForsBerc. 

Vox. 12, No. 3, 1959. Prisbildning och jamvikt: H. HeceLanp. Disaggregering och des- 
kriptiv realism i internationell och finldndsk teori: G. Micxwirz. Fettkrisens bakgrund: J. 
STANDERTSKJOLD. 


Liiketaloudellinen Aikakauskirja (Finnish text, English summaries) 
Vor. 8, No.2, 1959. Regional Growth as an Object of Study: the Region of Turku: A. KuskinENn. 


Some Aspects of Monetary Analysis: T. HELELA and J. LassiLa. 

Vor. 8, No. 3, 1959. A Research Project on Personnel Management in Finnish Industry: L. 
AHLSTEDT. Some Aspects of Credit Policy; M. M. Arramo. On Wholesalers’ Brands: 
M. Kasxmies. On Recent Research Concerning the Consumer’s Economic Behaviour: M. 
SaarsALMi. A Review of Marketing Research: M. SArxistrta. The Theory of the Bank and 
the Liquidity Problem: F.L. Vatvio. On the Development and Goals of Organization Research: 
J. Vinersaari. Objectives of Higher Education for Business: H. ViRKKUNEN. 


Giorngle degli Economisti e Annali di Economia 


Voi. XVII, No. 11-12, NovemBerR—DEcEMBER 1958. Sulle condizioni di massimo simultaneo: 
E. Zaccacnini. L’economia mathematica qualitativa (Metodologia economica e practica azien- 
dale): S. Ricossa. L’opera de L. von Mises, con alcune considerazioni sul determinismo e 
V’indeterminazione in economia: T. Baciotti. Di un’opera sconosciuta di C. A. Broggia e del suo 
carteggio con L. A. Muratori: L. Dat PANE. Aspetti economici della composizione per eta della 
popolazione: G. MorTARA. 

VoL. XVIII, No. 1-2, JANUARY—FEBRUARY 1959. Relazione della commissione Demaria sui 
programmi degli investimenti e dei finanziamenti dell’I.R.I. e dell’E.N.I. per i quadrienni 1959-62 
e 1958-61. Teorie e modelli di sviluppo economico: A. Graziani. Le vicende monetarie 
italiane dopo la seconda guerra modiale: L. Rossi. Il coefficiente di correlazione lineare multipla 
generalizzata: G. PANIZZON. 

Vox. XVIII, No. 3-4, Marcu—Aprit 1959. La mizurazione del capitale nella teoria ricardiana 
del valore e della distribuzione: P. GAREGNANI. Considerazioni sugli attuali programmi pubblici 
d’investimento in Italia: P. Bassetti. Note sulla curva di offerta: D. CREMONA DELLACASA. 
Pareto e la Bakounine: T. GIACALONE-Monaco. Studi sugli arrendamenti del Regno di Napoli: 
A. Garino CANINA. 


Rivista di Politica Economica 


Vor. XLIX, No. 1-2, JANUARY—FEeBRuUARY 1959. Special number. Aiéti del IX Convegno 
di Studi di Economia e Politica Industriale, 1958. 

Voi. XLIX, No. 3, Marcu 1959. La Cibernetica nella politica della stabilizzazione economica: 
I. Curoto. Introduzione allo studio del problema industriale italiano: A. SANTARELLI. 
L’ “ economia lavorista ”? di Corrado Gini: G. p’Ippo.rro. 

Voi. XLIX, No. 4, Aprit 1959. Considerazioni su un recente contributo alla teoria dello sviluppo 
economico: G. DELLA Porta. Produttivita agricola e industrializzazione nella prima fase di un 
processo di sviluppo economico: A. PEDONE. 

Vot. XLIX, No. 5, May 1959. Progresso o decadenza?: Considerazioni introduttive: C. Gint. 
L’art. 81 della costituzione e le nuove 0 maggiori spese a carico degli esercizi futuri: A. CIANI. 
L’autotrasporto industriale nel riordinamento della circolazione stradale: M. Trotst. 

Vo. XLIX, No. 6, June 1959. Progresso 0 decadenza?: Il dominio della tecnica: C.Gin1. Le 
esperienze della misurazione del livello dei noli per una nuova serie dell’indice italiano dei noli inter- 
nazionale: V.'D. Fiore. I criteri di determinazione dei prezzi nelle grandi societa americane: 
G. Macnirico. ‘ Dumping” e “ antidumping” net Trattato della C.E.E. e nel G.A.T.T.: 
G. PATRIARCA. 
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Economia Internazionale 


Vor. XII, No. 2, May 1959. Cicli economici: esperienze passate e presenti: E. LUNDBERG. 
L’equilibrio generale della produzione e Vipotesi della “‘ libera entrata”’: V. Strottt. Economic 
Planning and the Price Mechanism: the Lessons of the Polish Experience: S. H. WELUuI1sz and 
C. SEGRE. 

Voi. XII, No. 3, Aucusr 1959. Growth, Terms of Trade and Comparative Advantage: J. 
Buacwati. Su alcuni aspetti della formazione dei prezzi nelle economie pianificate: V. V1TELLO, 
Sui recenti contributi di E. H. Chamberlin: A. Prepetti. The Production Elasticity of U.S. 
Raw Material Imports: E. VON BOVENTER. 


L’ Industria 


No. 1, JANUARY—Marcu 1959. Relazione approssimata tra la binomiale negativa e la distribuzione 
** gamma”: V. Amato. Indici dell’intensita del commercio internazionale tra due paesi: G. 
Mortara. Le strutture finanziarie delle imprese di servizi ed industriali di grandi dimensioni: 
G. Pivato. La scelta degli investimenti nei programmi di sviluppo economico: O. CASTELLINO. 

No. 2, Aprit—JunE 1959. Jl campionamento come scienza esatta: M. G. KENDALL.  Suille 
matrici leontieviane e su un problema di programmazione lineare: S. CHERUBINO. An analysis of 
Professor Lindahl’s sequence model: W. P. Your. Attorno allo scambio di informazioni tra 
aziende ed enti della Pubblica Amministrazione: P. BARBERI. 

No. 3, Juty—SepTemBeR 1959. Problemi e programmi riguardanti i conti economici nazionali 
italiani: L. Marot. La determinazione quantitativa di una politica economica ottima: C. J. VAN 
Ey and J. SANDEE. Un metodo pratico per la inversione della matrice di Leontief: V. AMATO. 
Transazioni finanziarie internazionali e cicli economici: A. SDRALEVICH. 


Banca Nazionale del Lavoro Quarterly Review 


No. 49, June 1959. Tomorrow’s Convertibility: Aims and Means of International Monetary 
Policy: R. TrirFin. New York as an International Money Market: F. TAMAGNA. 


Review of the Economic Conditions in Italy (Banco di Roma) 


Vor. XIII, No. 4, Jury 1959. Economic Development and Government Policy: G. U. Part. 
Vou. XIII, No. 5, SepremBer 1959. Economic Panorama of Italian Arts and Crafts: M. 
Fiorio. Evolution and Pattern of Credit to Artisan Enterprises: F. PARRILLO. 


Italian Affairs 


Vot. VIII, No. 3, May-June 1959. The State Railways. The Merchant Navy. The Fire 
Department. The Parliamentary Enquiry into Labour Conditions. General Education and 
Technical Training. Chemical Fertilizers. 

Vot. VIII, No. 4, Juty-Aucustr 1959. The Senior Council of Magistrates. The Ministry for 
State Participation. Income Tax. The Enzio Vanoni School of Fiscal Training. 


El Trimestre Economico 


Voi. XXVI, No. 102, Aprit—June 1959. Economia antigua _y su decadencia; economia medieval 
y la crisis del feudalism: J. Bazant. Problemas econémicos de Chile: N. Kautpor. Dos 
conferencias inéditas: O. LANGE. Criticas recientes a la ciencia econémica: P. HENNIPMAN. 
El factor tiempo en los proyectos de inversidn de capital: S. G. STRUMILIN. 

Vot. XXVI, No. 103, Juty-SepremBer 1959. Hiperinflacién: el mecanismo de la velocidad: 
B. N. SreGEL. Concepto y experiencia de la evaluacién: M.S. Sarto. Desarrollo del mercado 
comun latinoamericano: V. R. Estéves. Crecimiento, desarrollo, progreso, evolucidén: nota 
sobre relaciones entre conceptos: J. H. G. Ottvera. Reflexiones sobre el subconsumo: P. A. 
Baran. La teorta del capital y el desarrollo econémico: K. Ara. El concepto de ingreso en la 
teorta econdmica: N. KaApor. 


Moneda y Crédito 


No. 68, Marcu 1959. Efectos que la baja del tipo de cambio produce en la balanza de comercio: 
J. CasTANeDA. Notas sobre politica de salarios: N. A. Ruiz. 

No. 69, June 1959. Significacion histérica de las actuales estabilizaciones monetarias: L. OLARIAGA. 
Inversiones y divisas: J. A. Urosa. La balanza de comercio de la provincia de Barcelona » la 

tabla de “‘ inputs” industriales de la misma: R. 'T. FarGas. 
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Boletin de Estudios Economicos 


Voi. XIV, No. 46, JANUARY—Aprit 1959. La devaluacion y sus efectos: R. P. FELIPE DEL 
Rio. El plan nacional de inversiones: A. CoTorRuELO. La siderurgia » los transformados 
metalicos espanoles en el mercado comun: J. U. DE LA PUENTE. Consumo de hogares y pro- 
blematic espacial de.renta y ahorro: R. PerptNA. lasticidades y absorcion en el estudio de la 
devaluaciog: P.S.T. Ucartre. Historia de la desvalorizaciones monetarias: J. M. DE AMADOR 
ZURIARRAIN. 

Vo. XIV, No. 47, May—Aucusr 1959. Presente » futuro de las relaciones economicas entre 
Espana ye los Estados Unidas: J. M. De Areiwza. El Problema de la estabilizacion economica: 
P. S. Torepo. La nueva legislacion espanola sobre inversiones extranjeras: F. BARRENA. 
Algunos aspectos del plan de estabilizacion espanol: A. P. MADRENERO PELAEz. Alcance y 
contenido de las inversiones extranjeras: J. P. Prieto. La utopia del libre cambio: J. L. U. DE 
LA Puente. La estabilizacion monetaria bajo los reyes catolicos: M. B. FERNANDEZ. Evolu- 
cion del nivel de precios en Espana (1940-1959): J. M. SAENz. 


L’ Egypte Contemporaine 
Vor. 50, No. 295, January 1959. La corruption des employés: A. R. KHAFAGUI. 


Economic Bulletin of the National Bank of Egypt 


Vo. XII, No. 1, 1959. The Settlement with the United Kingdom. Balance of Payments Esti- 
mates, United Arab Republic (Southern Region), January—September 1958. 


The Annals of the Hitotsubashi Academy 


Vot. IX, No. 2, Apriz 1959. The Law of Great Numbers and the Principles of Probability: K. 
Fujimoto. The American Distribution and Inflation Problems: M. BRONFENBRENNER. 
Significance of Realization Principle in Accounting: T. Iino. Studies on the Japanese Economy: 
The Differential Employment Structure of Japan: K. Ouxawa; Inventory Cycles in Post-war 
Japan: M. SuinouHara; Capital Formation in Residential Real Estate in Japan, 1887-1940: 
K. Em1; Labor’s Relative Share in the Japanese Agriculture since 1878: T. Nova; Foreign 
Exchange Reserves as a Buffer in Fapanese Countercyclical Policy; A. Koizumt. 


The Economic Review (Japanese text, English summaries) 


Vot. 10, No. 2, Aprit 1959. The Course of Autonomous Investment: C. TAKAHASHI. Business 
Cycles and Businessmen’s Expectations: A Quantitative Analysis Based on Anticipatory Data: M. 
Basa. Economic Thought of Isaac Butt: C. Sucryama. On the Circulation of Inconvertible 
Bank-notes: K. Hara. On the Rising Prices in the Post-war Capitalist Economy: S. Sato. 


Voprosy Ekonomiki (Russian text; an English translation is also published) 


No. 6, 1959. Technical Progress in the Period of the Developing Construction of Communism: K. 
Kimenko. Some Problems of Stimulating Output and Introducing New Technology: 1. ForANov. 
The Decisive Conditions for Fulfilling the Seven-year Plan: N. Lepepinsky. On Improving 
Material Incentives among Workers of an Enterprise for the Introduction of New Techniques: G. 
Anismmov. On Rural Electrification in the Seven-year Plan: N. KarotamM. A Substantial 
Source of Economies in Building: B. Svetticuny. On the System of Training Highly Qualified 
Economists: N. Buzutuxov and S. KaMENtTsER. On the Transition to Socialism in Countries 
with Poorly Developed Ec ic Relations: V. Zuamin. General-communal State Property and 
Its Reformist and Revisionist Critics: A. Koztov. On Specific Depreciation Charges for Fixed 
Assets in Individual Branches of the Economy: S. PevzNer. On the Draft New Depreciation 
Charges in Ferrous Metallurgy: A. ANDREzv and N. Sxioxin. Technical-Economic Trends 
in the Structure of U.S.A. Industry: S. KuHetnMman. On Reserves for Improving and Cheapening 
the Administrative Apparatus: Yu. ArTemov and N. Vasitev. Some Problems of Reducing 
General Collection Expenses for Agricultural Produce: F. SAVENKOV. On the Development of 
Cost Accounting in Collective Farms: E. Koretskaya. On Setting the Wage and Premium 
Systems of State Farms in Order: I. MARtNKO and V. Rasinovicn. An Economic Conference 
of the Industrial Enterprises of the Kiev District of Moscow: A. Soxocovsxy. On the Work of 
the Institute of Economics of the Hungarian Academy of Sciences: Gy. Cuxor. 

No.7, 1959. The Decisive Conditions for the Successful Construction of Communism. Problems in the 
Complex Mechanism and Automation of Production: N. Razumov. New Technique Means New 
Decisions: V. Mrtovzorov and P. OsuurKov. The Reconstruction of Old Factories: S. 
Leonova. The Mechanisation of Economic Accounting with the Aid of Electronic Computers: 
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N. Kosrinsky. On Certain Factors Affecting the Rates and Proportions of Socialist Reproduction: 
M.Bor. The Revaluation of Fixed Assets in the U.S.S.R.: A. EzuHov. An Important National- 
Economic Problem: V.SHEevkovin. Methodological Problems of Standardising Working Capital 
on Collective Farms: V. EREMENKO. Experience in Defining the Efficiency of Capital Investment 
in Ferrous Metallurgy: V. CHERNYAvSKY. Bernstein’s Concepts of Wages as a Tool of Contem- 
porary Reformists: F. Potyansky. Fifteen Years of Economic Progress in People’s Poland: T. 
Dirricu. The Law of Value and Planning: S. Strumiyin. On the Question of the Pattern 
of an Economic Curriculum: M. Paromov. On Methods of Establishing the Velocity of Turnover 
of Working Capital in Industry: P. Gricorev and L. Bunicu. On the Material Interest of 
Collective Farmers in the Results of Their Work: S. TERESHCHENKO. Current Problems of the 
Economics of the Chemicals Industry. The Economic Bases of Automation Schemes: A. MALKIN. 
A Scientific Meeting of Economic Geographers: E. MEDVEDKOVA. 

No. 8, 1959. The Capital Intensity of Production and Scope for Its Reduction: Ya. KvasHa and 
V. Krasovsxy. Obsolescence and Ways to Write It into Depreciation Charges and into the 
Revaluation of Fixed Assets: A. EmetyaNnov. In the Interests of Progress in the Eastern Regions 
of the U.S.S.R.: N. Koxosov. The Mechanisation of Production and State Bank Credits: V. 
Kror. The Development of Productive Links between Collective Farms: G. Kotov. The 
Importance of the Material-Technical Base of Collective Farms: P. BuyANov. Some Problems of 
Retail Services to the Population: A. DEMENTEV. Methods of Elaborating Indices of Qualitative 
Indicators: S. YURENBURG. Successes of the Construction of Socialism in the Rumanian People’s 
Republic: R. Mouipovan and V. Rausser. The Development of the Bulgarian Economy in 
the Years of People’s Power: M. Pozototin. The Definition of Value and Its Application to 
Socialism: S. Strumitin. On the Methodological Basis for the Analysis of Commodity Relations 
in a Socialist Economy: M. Saxov. Survey of Correspondence Received in Connection with the 
Discussion on Amortisation. The Economic Law of Socialist Accumulation: N. Kozevsxy. On 
Methods of Estimating Social Product in Prices Approximating to Cost. The Research Unit on 
Industrial Economics of the Rostov Sounarkhoz: M. Emetyanov. Problems of Construction and 
Building-materials Output in the Research Work of Estonian Economists: A. TREIFELDT. The 
All-Union Co-ordination Conference on Problems of Agricultural Economics and Organisation: 
O. M. Problems of Reducing the Cost of Dwelling Construction: L. GetBerc. The All- 
Union Inter-University Conference on the Economic Problems of the Transition from Socialism to 
Communism. An Enlarged Session of the Scientific Council of the Instituie of Economics Devoted to 
Problems of Collective-farm Economics in the Period of the Expanding Construction of Communism: 
N. Linxun and V. Rozuin. The Results of the Competition for a Popular Text-book on 
Economics. 


Planovoe Khozyaistvo (Russian text) 


No. 6, 1959. For Closer Links between Economic Science and the Practical Work of Communist 
Construction. The Expanded Reproduction of Fixed Assets of U.S.S.R. Industry in 1959-65: V. 
Bupavel, E. Ivanov and K. Samw-Gauiev. Fully Use Reserves for Diminishing Building 
Costs: A. KutesHov and A. Tirrov. On Ways to Develop and Bring Closer Together Collective- 
farm and General-communal Forms of Socialist Property: G. Kotov. The Development and 
Specialisation of Potato and Vegetable Production in Suburban Farms: M. Autsov and N. 
Firatov. On the Problem of Elaborating Summary Material Balances: G. Grestsov. The 
Development of Industry in the Rostov Economic Administrative Region during 1959-65: D. 
Brovkovicu and A. Popov. The Glass Industry in the Seven-year Plan: D. Poranin. An 
Important Source of Increasing Fishery Resources: L. Minxovicu. The Economics of the 
Chemicals Industry at the VIII Mendelaev Congress. On the Introduction of Ferro-concrete in 
Engineering. 

No. 7, 1959. A Fighting Programme of Technical Progress. For Victory in Peaceful Competition 
with Capitalism. Methodological Questions of Revaluing Fixed Assets: M. Dyacuxov. On 
Elaborating a Unified Fuel and Energy Balance: A. GrusHo and E. SHTEINGAUZz. Some Prob- 
lems in Improving Capital-construction Planning: N. Ivanov. The Location of Industrial 
Production in the Seven-year Plan: N. Oznostn. On Econometrics and the Use of Mathematics 
in Economic Analysis: A. Boyarsxy. Problems of Creating the Pavlodar—Ekibastuz Industnal 
Complex: B. Ontxa. The Achin—Krasnoyarsk Industrial Complex: A. ZuBKov. 

No. 8, 1959. Full-scale Mechanisation and Automation in Industry: M. Raxovsxy. The Use 
of By-product and Natural Gases for the Production of Synthetic Materials: Ku. MARKARYAN and 
K. Yakoviev. Industrialisation and the Full-scale Mechanisation of Industry: V. GrrovskY. 
The Production of the Main Technical Crops: L.Grexutov. Some Questions of the Improvement 
of the System of Premia Given to Industrial Staffs: 1. OpLomsKAYA. The Economy of the Rumanian 
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People’s Republic on the Way to Building Socialism: C. Murcescu. On Plan Indicators of the 
Economic Efficiency of Capital Investment in the U.S.S.R. Economy: A. Erimov and V. KRasovsky. 
Methodological Problems of Defining the Economic Efficiency of Capital Investment: T.KwHAcHA- 
turov. Problems of the Economics and Organisation of Construction in the Kuibyshev Economic- 
administrative Region: A. VARZHITSKY. 


Finansy S.S.S.R. (Russian text) 


No. 5, 1959. Everywhere and by All Means Ensure the Strictest Regime of Economy. The Better 
Utilisation of Fixed Assets—an Important Condition for Fulfilling the Seven-year Plan: P. Bunicu. 
Reserves for Accelerating the Turnover of Working Capital in Engineering: Yu. Petrov. Econo- 
mise Big and Small: S. Frotov. For a Further Improvement of the Administrative Apparatus: 
V. RyrcHenKo. On Planning and Standardising the Working Capital of Collective Farms: A. 
ZatrsEvV and M. Fepotov. The Mobilisation of Reserves and Payments Relations with the 
Budget in the Meat Industry: G. SEREBRYANY. Improve the Planning of Outlays by Budget- 
Financed Organisations: VV. Basov. On the Methodology of Establishing Crop-insurance 
Compensation. Planned Discipline in Construction and the Verification of Project Lists: I. 
SuPpRUNENKO. Military Expenditure of the NATO Countries over Ten Years: A. ANISIMOV. 

No. 6, 1959. The Reorganisation of the Banking System and the Tasks of the Construction Bank of 
the U.S.S.R. The Increase in the People’s Welfare—the Basis of the Rise in Workers’ Savings: 
P. Diwrricuev. The Reduction of Outlays and Scope for Cheapening Production in Public 
Catering: G. Gorman. Improve the System of Wholesale Prices in Ferrous Metallurgy: V. 
CuepLanov. Theoretical Problems in Insuring Collective Farm Property: M. SHERMENEV. 
The Analysis of Productive Expenditure—an Important Tool for Mobilising Reserves in Industry: 
I. Gorcuev and I. Rysis. The Fundamental Principles of Financing the National Economy of 
Czechoslovakia: L. VELTRUSKY. 

No. 7, 1959. Fulfil and Over-fulfil the Plan for State Revenue. The Decisions of the XXI Congress 
and Tasks of the Financial Agencies of Tadzhikistan: T. UtpzHaBaEv. Efficiency Depends on 
the Staff; A. Suyumparv. Raise the Level of Economic Work: P. Osxin. Improve the 
Organisation of the Work of Finance Agencies: B. Laxkuov. Problems Awaiting Resolution: 
I. BEtyAEV. Every State Farm Can and Should Be Profitable: F. Trupov and A. KoMtev. 
The Premium System Needs Improvement: A. Larionov. Lowered Plans: S. Mocuicuuk. 
Structural Excesses: P. VARFOLOMEEV. On the Question of the Essence and Functions of 
Finance in a Socialist Society: A. ALEKSANDROV. The Analysis of Profit-plan Fulfilment in 
Automobile Transport: A. SHCHAVELEV. Indonesia on the Way to Strengthening Its Economy 
and Finances: V. ARKHIPOV. 


Dengi i Kredit (Russian text) 


No. 6, 1959. For Active, Creative Work in Fulfilling the Decisions of the XXI Party Congress: A. 
KorovusHkIn. Problems of Organising Money Circulation in the Union Republics: G. Kova- 
LENKO. The Organisation of Economic Work in the Moscow Branches of the State Bank: K. 
NAZARKIN and Z. ZuEvA. The Role of Gosbank in the Economic Progress of the Bashkir 
A.S.S.R.: A. Kurmartv. The All-Union Meeting of Branch Managers on the Tasks of the 
State Bank in the Light of the XXI Party Congress. Long-term Credits to Collective Farms in the 
New Conditions of the Work of the State Bank: K. Misryux. Assist the Expansion of Personal 
Services to the Population: 1. BorzHANsKAyA. On the Fight against Revisionism over Bank 
and Credit Policy in Poland and the German Democratic Republic: L. KRAsAvina and B. SHAKHOV. 
Experience in the German Democratic Republic of Credit on Retail Trade Turnover: H. WicKLEIN. 

No. 7, 1959. The All-Union Meeting of Branch Managers on the Tasks of the State Bank in the 
Light of the Decisions of the XXI Party Congress. The Work of the State Bank in the Kirgiz 
S.S.R.: V. BonDARENKO. On the Role of Credit in Decentralised Accounting: Yu. SHENGER. 
Control over Wage Disbursements by State Farms: P. PARFANYAK. JIntra-system Accounts among 
River Transport Enterprises: M. BetyavsKAyA. On Credit Sanctions: B. MITELMAN. 
Credit to Industry on Turnover in Czechoslovakia: 1. DANAGEK. Credit for the Installation of 
New Technique in State Enterprises in the German Democratic Republic: G. First. The 
Establishment of a Plan for the Money Circulation of Collective Farms: G. KAGANOv. 


Vestnik Statistiki (Russian text) 


No. 5, 1959. The Provisional Results of the All-Union Population Census of 1959. Successfully 
Execute the Re-valuation of Fixed Assets: A. BeLyaKov. On the Question of Analysing the 
Dynamics of Labour Productivity by Index Numbers: R. Krestn. On the Question of the Com- 
parison of Regional Indicators of Quality: V. Perecupov. On the Relations Between the 
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National Income and the State Budget of the U.S.S.R.: G. Potyax. Simplify Staffing Reports in 
Industrial Enterprises: VV. Gurev. A Meeting of Foreign-trade Statisticians from Member 
Countries of the Council for Mutual Economic Aid: E. Ya. 

No. 6, 1959. The Development of Soviet Trade in the New Seven-year Plan and Tasks of Statistics: 
S. Particut. Some Problems of the Statistics of Productive Co-operation: P. ZELTSER. New 
Statistical Reporting for Agriculture and Procurements: N. DyapyuNov. From Experience in 
Coding and Card-perforating Population Census Data in the Russian Federation: 1. LoGACHEV and 
M. Mirkin. Questions of the Study of the Local Experience of Economic Construction in 1921-22 
(In Memory of V. I. Lenin): V. Smotyantnov. On the National Accounts in the Official 
Statistics of the German Federal Republic: L. NocHEevinxa. On Compiling Inventories of Fixed 
Assets in Connection with Their Revaluation: F. PANKRoTtov. A Meeting of Heads of the 
Statistical Administrations of Union-Republics: S. Kunin. A Briefing Conference on the Revalua- 
tion of Fixed Assets in the U.S.S.R. Economy: A. Riznix. A Meeting on Statistics of Labour and 
Wages: P. L. 

No. 7, 1959. The Decisions of the Fune Plenum of the Party Central Committee and Tasks of State 
Statisitical Organs. Current Problems of the Statistics of Material-Technical Supply and Sales: 
P. Konnov. Execute in an Exemplary Manner the Census of Housing of 1 January 1960: K. 
VinocraDov. On Some Methodological Problems Connected with Changes in the Indicators of 
Outlay per Rouble of Commodity Production: I. Pocosov. Guaranteed Money Wages for 
Collective Farmers in Stavropol Krai: N. Tsocorv. Statistical Fragments on Russia in the 
Twelfth-Seventeenth Centuries: I. TsentN-PeTusHKov. How to Use the Handbooks of Aggrega- 
tive Indicators of the Value of Building and Equipment for the Revaluation of Fixed Assets: N. 
Monakuov. On the Statistical Grouping of Completed Building Projects: L. KoGAn. Curtail 
and Simplify the Primary Accounting of Materials: I. CHERNIKOv. Progress Report on the 
Pressing of Data from the All-Union Population Census: L. IvANov. 


Gospodarka Planowa (Polish text) 


No. 6, 1959. The Struggle for a Balanced Composition of Domestic Trade: M. Lesz. The 
Improvement of Quality—A Major Economic Problem: J. KoptXskt. Comparison of the Capital 
Requirements for Economic Development in Poland and the U.S.S.R.: A. MARKowskt and M. 
Rakowski. Better Utilisation of Production Capacities—a Means to Diminish Investment: 
J. Cranunowicz. Investment and Employment in Building: L. Katxowsxi. Trends in the 
Economic Development of the Western Territories in 1959-65: F. Kospytecxt. The Economics of 
the Polish Transatlantic Shipping Line: 1. Tarski. Prospects of Private Motor-vehicle Owner- 
ship in Poland: A. Rosrocxt. Some Organisational Problems of Home Trade: B. WARZECHA. 
The Results of the First Chinese Five-year Plan and Current Tasks of the Chinese Economy: J. 
WERNER. Changes in Planning and Management in the German Democratic Republic: E. 
Szymanski. Physical Planning—a Subject of Study in Universities in Capitalist Countries: J. 
Boron. 

No. 7, 1959. Two Ways of Development—the Polish Economy in the Years 1945-59 Compared with 
the Inter-war Period. Comments on Poland’s Post-war Economic Policies: A. KARPINSKI. 
Some Problems of Rural Accumulation: W. Herer. Development of Ferrous Metallurgy—a 
Problem of Expanding the Extraction of Coking Coal: A. PreXxowsxt. The Necessity and 
Economics of Domestic Aluminium Production: S. KAwtNskt and J. PERLINsK1. A Comparison 
of Consumption Levels in Poland and the German Federal Republic: B. Szutc. Methods of 
Measuring the Productivity of Labour: A. BRONER. An Attempt to Establish National Income 
by Region: B. Pranpecka. Regional Economic Development in 1961-65: W. Kawa tec. 
Manpower Problems in 1961-65: K. Dztenio. The Development of Planning Methods in 
Soviet Industry, 1952-58: Z. Lewanpowicz. Some Studies on the Consumption of Peasant 
Households: W.Szutc. The Plan Horizon with Special Reference to the Gdartsk Voivodship: K. 


PoposkI. 


Politicka Ekonomie (Czech text, English and Russian summaries) 


No. 1, 1959. Economic Competition between the U.S.S.R. and the U.S.A. in the Production of 
Staple Animal Products per Head of Population: I. Rusik. Iron-ore Prices and Mining Rent: 
M. Kocman. Outline of a Theory of Production Costs and Prices: C. Kozu8nix. Methods of 
Calculating Labour Productivity in Terms of Foreign Exchange and the Profitability of Foreign 
Trade: M. CuHurANEK. An Important Contribution of Scientists to International Understanding 
(the U.N.E.S.C.O. Meeting of Social Scientists in Prague): B. UrBan. A Seminar on Demo- 
graphic Studies: M. STApNiK. 
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No. 2, 1959. Some of the Basic Features of the Development of Capitalist Industry in the Czecho- 
slovak Republic: M. Svantner. Characteristics of the Contemporary Tax System in the U.S.A.: 
M. Petr. Methodological Problems of Investigating Levels of Living in the U.S.S.R.: 1. PisAREv. 
Production and Distribution in Co-operative Farms from the Viewpoints of the Economist and the 
Enterprise: F. Hurnix. Monopoly Profits in the U.S.A.: V. Siutpxrut. Conference of the 
Institutes of Economics of Socialist Countries: V. L. 

No. 3, 1959. The Programme for Building Communism in the Soviet Union. The Post-war 
Evolution of Land Tenure and Ownership in the German Federal Republic: 1. STANEK. Technical 
Obsolescence, Revaluation of Fixed Assets and Depreciation Charges: A. EMELYANOV. Financial 
Capital and Financial Oligarchy: L. Ursan. A Scientific Conference on Economic Relations 
Between Socialist States: J. MERVART. The Berlin Conference on European Economic Trends: 
5. — R. Wacner and M. Hirsi. Debates of a Conference on Investment in Building: 
V. SrtHAN. 

No. 4, 1959. The Ratio Between Increments of Productivity and Earnings with Piece-rates under 
Socialism: Z. Mo&na. Characteristics of World Trade in the Inter-war Period: R. OLSovskY. 
On Economic Theory in the Programme of the Union of Communists of Yugoslavia: F. Oxtva. 
The Laws of Price Formation in the State Socialist Sector: J. Veyvopa. New Forms of Economic 
Management in the German Democratic Republic: P. Hess and G. Manz. 


Plénované Hospoddfstvi (Czech text) 


No. 7-8, 1959. The Importance and Function of the New System of Agricultural Procurements: 
L. Srroucar. The Economics of the New Procurement Prices: J. BanTUNéx. Balancing the 
Earnings of Co-operative Farms in Various Districts: J. KoRatxa. Changes in Agricultural 
Planning: J. KNAxat. Equipping Co-operative Farms with Their Own Machinery: Z. 
Smecex. The Main Trends in the Development of Engineering Technology: M. Vfrex. 
Price Formation for Non-standard Engineering Products: V. KNostocu. The Improvement of 
Factory Transportation: J. Smrtex. On Norm-fixing for Material Incentives in Enterprises: 
O. Kuss and J. Lisus. The Concept and Function of the Turnover Tax: J. Rosa. Certain 
Problems Relating to the Efficiency of Technical Development: J. Hon. Methods of Calculating 
the Wage Fund: F. Honzix. Methods of Analysing Retail Turnover: M. DoHNALOvA. 
Experiences of District Planning Commissions in Disaggregating the 1959 Plan: Z. Avoy. 
Rebates and Surcharges of Sales and Supply Organisations: L. Kopvet. The Pattern of Fuel 
Supply and the Role of Thermal Electric Stations in the Soviet Seven-year Plan. The Application of 
Automatic Computers to Planning: V. Haviin. The Current Discussion of the Reproductive 
Process. 


Planovoe Stopanstvo (Bulgarian text) 


No. 3, 1959. Contemporary Bourgeois Economic Theories on Planning and Capitalist Economy: K- 
Gricorov. Some Questions on the Development of Electrification in Our Country: S. Gexov and 
S. Krosev. Internal Reserves for Reducing the Cost of Coal Production: B. Mecuxov. The 
Importance of Multi-machine Operation—an Important Reserve for Fulfilling the Five-year Plan 
before Schedule in Cotton-weaving: M.Tsocuev. On Indices and Methodology for Measuring 
the Economic Efficiency of Capital Investment: T. ANcELov and I. Rusmmov. Scope for 
Establishing Fodder Needs on the Basis of Outlay-norms per Unit of Animal Production: S. Koev. 

No. 4, 1959. The Economic Achievements of Bulgaria in Fifteen Years of Popular Power: A. 
Panov. Soviet Economic Aid—an Important Factor in Bulgarian Socialist Construction: G. 
Peeva. The Permanent Improvement of Personal Welfare in the Years of Popular Power: D. 
Ba.evski. Our Achievements and Prospects in the Chemicals Industry: 1. CHoLaKov. Scope 
Sor Increasing Tobacco Production in the Kurdzhali District: K. Kaucuev. More Quick- 
growing Trees Should be Planted: 1.ZweLev. The Fundamentals of Plan-fulfilment Analysis in an 
Industrial Enterprise: G. V AKILIEV. 


Finansi i Kredit (Bulgarian text) 

No. 5, 1959. The Reform of the State Procurement System-——an Important Party and Government 
Measure. Recent Rates of Economic Growth and the Attainment of the Basic Economic Tasks of 
Our Country: K. Lazarov. The National Income and Capital Finance: S. Knapzutev. 
Preliminary Control under Budget Planning: V.Gyurov. Some Comments on Stock Ratios in 
Trade Enterprises: M. Stavov and G. BALKANDzHIEV. The U.S.A. Import-Export Bank— 

a Tool of Monopoly: I. Ornnatsky. A Meeting of Heads of District Finance Offices: K. P. 
No. 276.—voL. LxIx. 31 
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Ikonomicheska Misl (Bulgarian text, French and Russian summaries) 


No. 5, 1959. On the Structure and Tasks of the New Construction Organisations: N. Ivanov. 
Some Aspects of Bulgarian Foreign Trade with Capitalist Countries: G. PopisaKkov. Some 
Fundamental Problems of the Reactionary Theory of Managerialism: G. Baron. On Planning 
and Evaluating the Volume of Output of Industrial Enterprises: S. KHADZHIIVANOV. On the 
Index of Net Production in Industrial Enterprises: A. AvRAMOV. On the Economic Evolution of 
Fodders: VV. ANAcHKOv. An International Conference on Methods of Comparing Production 
Indices and the Use of National Income in Member Countries of the Council for Mutual Economic 
Aid: V. Nrxirorov. 


Ekonomski Pregled (Serbo-Croat text, some English summaries) 


No. 1-2, 1959. Methodological Problems of Establishing “‘ Export Coefficients’? for Industrial 
Products: L. Novak. Uneven Distribution of Income and Instruments for Remuneration According 
to Productivity: V. Pevayié. Survey of the Influence of Instruments for Distributing the Profit of 
Private Enterprises: M. Uypenica. Some Problems of Communal Finance: R. Dunmanié. 
Organisation of Output Calculation on the Basis of Economic Units: R. Mime ié. 

No. 3, 1959. The Comparison of National Wealth by Regions of Yugoslavia: I. Vinsx1. Steel 
Consumption in Yugoslavia and the Methods of Predicting Future Consumption Trends: M. 
Sexuuié. Current Problems of Net Income Base Analysis: M. Koroiié. 

No. 4, 1959. The Collaboration of Co-operatives and Individual Farmers in the Village of Kozarac— 
I: A. Starc. Some Aspects of the Problem of Amortisation Estimates and Measurement for 
Marco-economic Purposes: D. Voynié. 


Statisztikai Szemle (Hungarian text, English and Russian summaries) 


May 1959. A Revision of the Index Number of Net Industrial Output: O. LuxAcs and Z, 
RomAn. Sample Surveys in Agricultural Statistics: L. Pinrér. The Application of Lineur 
Programming in the Field of Transport: A. Fexete and I. Kecskemétuy. Prime Cost 
Statistics in Czechoslovak Industry: A. Gerveny. Some Questions of the Retail Clothing Trade: 
M. Zarir. Problems of Cattle Breeding in Vas County: J. MAtyAs. Average Real Earnings in 
Some Important Trades: Gy. Boxout. Collective Tours Abroad in 1958: B. Marxos and I, 
MAny1-SZABo. 

June 1959. The Development of the Co-operative Farm Movement: I. Hayou. A Comparison 
of Labour Productivity in the Industries of the Soviet Union and the Main Capitalist Countries: A. 
Kats. Problems of Political Arithmetic in Hungary: R. HorvAtH. Concentration in the State 
Building Industry: O. Kerexes. Some Methodological Problems of Graphic Representation of 
Time Series: I. TetcxH. Computation of the Net Volume Index Number and Some of Its Application 
Probiems in the Building Materials Industry: E. HuszAr. Data on the Technical Level of the 
Furniture Industry: 'T. PETERFFyY. 

Jury 1959. The Development of the Building Materials Industry, 1949-58: A. MArrat. The 
Seven-year Plan and Tasks of Soviet Statistics: V. Starovsxy. Problems of Measuring Levels of 
Living: L. Drecuster. Utilisation of Terms of Trade in Connection with the Analysis of 
Foreign-trade Activity: A. Marton. Problems of the Mechanical Processing of Statistics: 
Gy. Lontt. Land Use in Tolna Country: T. Faraco. The Development of Statistics on 
Tourism: A. Kotacsexk and B. Markos. A New Complex Indicator of the Capacity Utilisation 
of Lorries: L. KovAcs. 


Kézgazdasdgi Szemle (Hungarian text, English and Russian summaries) 


No. 6, 1959. Some Questions of Economic Management Raised at the XXI Congress of the Com- 
munist Party of the Soviet Union: I. HuszAr. Prospects of the Fuel Balance of Our Economy: 
R. TarjAn. Some Problems of the Expansion of Domestic Sugar Output: V.SAcuy. The 
Relationship between the Volume and Unit-value of Exports: A. Nacy. The Disintegration of the 
Colonial System: M.Smat. A New System of industrial Management in the German Democratic 
Republic: I. Gercery. The Organisation and Methodology of Planning in Czechoslovakia 
during the Past Fifteen Years: L. ANTos. 

No. 7, 1959. The Structure of Industry and Domestic Natural Resources: Gy. Cuxor. The 
Necessity of Production for the Market in Socialism: J. Virmos and I. Lacxé. The New 
Production Prices and Economic Indicators Expressed in Value: 1. Vincze. The Evolution of 
Planning in Metallurgical and Engineering Enterprises: M. Sptr6. Gross Marketable Production 
in Co-operative Farms: B. WrrrHen. Methods of Long-term Planning in Poland: 1. HetTénNy!. 

Ten Years of Co-operative Farming: 1. Hayovu. 
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Probleme Economice (Rumanian text, English, French and Russian summaries) 


No. 5, 1959. “ Theories on Surplus Value ’’—a Crushing Criticism of Vulgarised Economics: Z. 
Ornea. The Role of Capital Investments in Expanded Socialist Reproduction: V. Roraru. 
Aspects of the Development of the Chemicals Industry: I. VELEA. Some Problems of the Rational 
Utilisation of Our Timber Resources: A. Harap. Concerning the Increasing of Labour Produc- 
tivity in Socialist Agriculture: E. Jianu. The Development of the Contractual System in Agricul- 
tural Procurement: E. Dan. Aspects of the Pauperisation of the Working Peasantry Between the 
Two World Wars: G. Stancru. Commodity Production and the Law of Value under Socialism: 
I. RacumutH. The Scientific Session of the Teaching Staff of the Lenin Institute of Economics, 
Bucarest: M. Nicovagscu. Scope for Reducing Fuel Consumption in the Cement Industry: O. 
Dmirriu. Some Aspects of the Supply of Chemical Products to Our Agriculture: D. DAviwescu. 
The Aggravation of Crisis Symptoms in the Textile Industry of Capitalist Countries: A. Kun. 

No. 6, 1959. Aspects of the Rate of Growth of the Rumanian Economy: M. MAnescu and V. 
Rausser. The Development of the Oil Industry during the Years of People’s Power: N. Ionescu. 
A Precious Guide in Fighting Bourgeois and Revisionist Theories: I. BULBOREA. Some Problems 
of Teaching Economics in Higher Education: A. Pop, P. TANasiz and G. Apostot. The 1960 
World Agricultural Census: M. Levente. The Development of Rail Transport in Rumania: 
A. ScHAcHTER. The Apologetics of Bourgeois Econometric Theories: I. ZAHARIA. Some 
Aspects of Cost Accounting: I. Buaca. The Economic Decline of Capitalist Countries in 1958. 
On Aggravating Disproportions in Industrial Development in the Main Capitalist Countries: E. 
DosreEscu. 

No. 7, 1959. Socialist Industrialisation and the Creation of the Technical-Material Base of Socialism 
in the Rumanian People’s Republic: D. PAutescu. Criticism of the Reactionary Theory that 
Rumania Is an Eminently Agricultural Country: O. Constantinescu. On the Increase of the 
Productivity of Social Labour; D. Emit1an. Some Problems of Profitability in Engineering: D. 
LazAr. For the Best Utilisation of Local Resources for Building Materials: S. BANU. On the 
Rational Utilisation of the Machine Park of Machine-tractor Stations: 1. Marin. The Reduction 
of Circulation Expenses—An Important Way to Save Social Labour: M. StAnescu. Aspects of 
the Accomplishments of Soviet Agriculture and of Its Prospects in the Seven-year Plan: 'T. Ionescu. 
The Economic Situation of the Working Class During Rumania’s Participation in the First World 
War: N. Constantinescu and V. Bozca. The Social and Economic Consequences of the 
Application of Automation in Capitalist Countries: V. Pascu. The Activity of the Vasile Roaita 
Metallurgical Works to Increase Labour Productivity: N. RisrEA and L. ApostTou. 





NEW BOOKS 


British 


Asrams (M.). The Teenage Consumer. LPE Papers No.5. London: London Press 
Exchange (110 St. Martin’s Lane, W.C.2), 1959. 94’. Pp. 25. 


[This is an interesting and well-written short essay on the size of the teenage market and the 
special problems it poses for the manufacturer. Dr. Abrams estimates that the real earnings of 
teenagers have risen twice as fast as those of adults since 1938, and their “‘ discretionary ”’ spending 
(after deduction, of National Insurance contributions and payments to parents for board) has risen 
twice as fast as their earnings. ‘Teenage spending is reckoned to comprise 6-3% of all consumers’ 
spending, but its incidence is extremely uneven between commodities: it accounts for a quarter or 
more of total spending on bicycles and motor cycles, records, cinema admissions and cosmetics, but 
a negligible proportion of household durables, groceries and many others. The market is essentially 
a working-class one, because of the more prolonged education of middle-class boys and girls and 
their comparatively low starting salaries. This adds to the difficulties experienced by middle-aged, 
middle-class entrepreneurs in catering imaginatively for the market. An interesting contrast is 
drawn by Dr. Abrams between the powerful American influence on teenage consumption standards 
and habits and the remarkably conservative pattern of consumption that many working-class girls 
adopt when they become married and fall back on the guidance of their mothers.] 


Aten (G.C.). British Industries and their Organisation. Fourth Edition. London: 
Longmans, 1959. 9”. Pp. xi + 332. 25s. 

[This very well-known book was thoroughly revised by its author in 1951, and has now again 
been largely rewritten. The historical approach, which has always been one of its most distinctive 
features, is retained, but the centre of attention is now shifted to the British economy of the late 
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1950s. Although the book is designed as an introductory one, Professor Allen contrives to include 
a considerable amount of detailed information on the industries he covers. A somewhat contro- 
versial element in his treatment of recent years is his attribution of many of the less satisfactory 
features of Britain’s industrial performance to distortions caused by inflationary pressure. ] 


Asxton (T. S.). Economic Fluctuations in England, 1700-1800. London: Oxford 
University Press, 1959. 9”. Pp. viii + 199. 21s. 
[To be reviewed.] 


Benuam (F. C.). The National Income of Singapore 1956. A Chatham House 
Memorandum. London: Oxford University Press for the Royal Institute of International 
Affairs, 1959. 10’. Pp. 24. 2s. 6d. 

[This is the first national-income estimate that has been made for Singapore alone. The 
method followed has been to estimate the consumption of private households and to add an estimate 
of net capital formation.] 


BRENNAN (T.). Reshapinga City. Glasgow: House of Grant, 1959. 83’. Pp. 221. 25s, 
[To be reviewed.] 


Brown (E.H. Puerps). The Growth of British Industrial Relations.. A study from the 
standpoint of 1906-14. London: Macmillan, 1959. 9’. Pp. xxxvii + 414. 42s. 


[To be reviewed.] 


Bucuan (A.). The Spare Chancellor. The life of Walter Bagehot. London: Chatto 
& Windus, 1959. 9”. Pp. 287. 25.. 
[To be reviewed.] 


Business Forecasting. Publications of the Market Research Society No. 3. London: 
The Market Research Society and The Oakwood Press, 1958. 84’. Pp. 70. 15s. 


[To be reviewed.] 


Camps (M.). The European Free Trade Association. A preliminary appraisal. PEP 
Occasional Paper No. 4. London: Political and Economic Planning, 1959. 8’. Pp. 38. 4s. 

[The author describes briefly the background of the negotiations among “‘ the Seven ”’ and then 
proceeds to an exposition and discussion of the Stockholm plan. In her view it is clear that although 
the plan as such brings certain advantages to the participating countries, the main motive behind it 
has been to improve the chances for an accommodation with “ the Six.” She recognises some 
merit in this argument, but she is apprehensive lest the formation of the Seven may in the long run 
serve to discourage the creation of closer links between the United Kingdom and France and 
Germany. } 


Conp.iFFE (J. B.). New Zealand in the Making. A study in economic and social 
development. Second edition. London: Allen & Unwin, 1959. 9”. Pp. 316. 30s. 


[To be reviewed.] 


European Organisations. London: Political and Economic Planning (16 Queen Anne’s 
Gate, S.W.1) and Allen & Unwin, 1959. 9”. Pp. xvi + 372. 30s. 

[Successive chapters describe the structure and functioning of ECE, OEEC, the Council of 
Europe, NATO, WEU, ECSC, EEC, and Euratom. Much of the material is descriptive, but the 
book aims to be a work of interpretation and not merely a source for reference, and frank appraisals 
are included of the successes and failures of the various organisations. Particular attention is paid 
to the contrast between the two opposing concepts of the nature of authority in international 
organisations—the “ inter-governmental ” and the “‘ supra-national.”’} 


EversLey (D.E.C.). Social Theories of Fertility and the Malthusian Debate. London: 
Oxford University Press, 1959. 9”. Pp. ix + 313. 35s. 

[To be reviewed.] 

FRIEDMANN (W. G.) (Ed.). Legal Aspects of Foreign Investment. London: Stevens, 
1959. 93’. Pp. xiii + 812. 147s. 


[This volume contains surveys by different authors of the legal conditions affecting foreign | 
investment in forty selected countries. These country surveys are followed by a brief comparative 
analysis by the editors and by an essay on the protection afforded to the investor by international 
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Harsury (C. D.). The Industrial Efficiency of Rural Labour. Cardiff: University of 
Wales Press, 1958. 83”. Pp. ix + 228. 35s. 


[To be reviewed.] 


Hinton (R. W. K.). The Eastland Trade and the Common Weal in the Seventeenth 
Century. London: Cambridge University Press, 1959. 9’. Pp. xi + 244. 32s. 6d. 


[To be reviewed.] 


IrvinE (A. G.). The Balance of Payments of Rhodesia and Nyasaland, 1945-1954. 
London: Oxford University Press, 1959. 84”. Pp. xiii + 643. 63s. 


[To be reviewed.] 


Jounson (L. G.). The Social Evolution of Industrial Britain. A study in the growth of 
our industrial society. Liverpool: Liverpool University Press, 1959. 9”. Pp. viii + 178. 
25s. 

[To be reviewed. ] 


Kornar (J.). Overcentralization in Economic Administration. A critical analysis 
based on experience in Hungarian light industry. Translated from the Hungarian by J. 
Knapp. London: Oxford University Press, 1959. 9”. Pp. xviii + 236. 32s. 6d. 


[This is a translation of a book which originally appeared in Hungarian in 1957. ‘The Hungarian 
edition was reviewed by Mr. A. E. Jasay in the Economic JouRNAL, December 1957, pp. 718-21. 
In a preface to the English edition the author refers to the reforms that have been made in economic 
administration in Hungary since the book was written. These have been in line with the proposals 
made in the book.] 


LENNARD (R.). Rural England, 1086-1135. A study ofsocial and agrarian conditions. 
London: Oxford University Press, 1959. 9”. Pp. 409. 45s. ‘ 


[To be reviewed.] 


Matruews (R. C. O.). The Trade Cycle. Cambridge Economic Handbooks. 
Welwyn and London: Nisbet and the Cambridge University Press, 1959. 7}”. 
Pp. xv + 300. 12s. 6d. 


[To be reviewed.] 


Oxford Economic Atlas of the World. Prepared by the Economist Intelligence Unit 
and the Cartographic Department of the Clarendon Press. Second edition. London: 
Oxford University Press, 1959. 103”. Pp. viii + 152. 42s. 


[The Oxford Economic Atlas is in many respects more of a gazeteer than an atlas. More than 
half of its space is taken up by statistical tables and descriptive material, dealing, first, with world 
production and trade by commodities, and secondly, with the principal economic statistics of 
individual countries. Much of this material is naturally no more than a reproduction in very 
summary form of fuller data available without too much difficulty from other sources. The maps 
are all on a small scale. For these reasons the Atlas is likely to be less useful to many economists 
than the Oxford Regional Atlases, which appear in the same series. None the less, it is a con- 
venient collection of up-to-date material.] 


Ricu (E. E.). The History of the Hudson’s Bay Company, 1670-1870. Volume I: 
1670-1763. Publications of the Hudson’s Bay Record Society No. XXI. London: 
Hudson’s Bay Record Society, 1958. 94”. Pp. xvi + 687. 


[To be reviewed.] 


Scuwartz (G.). Bread and Circuses, 1945-1958. London: The Sunday Times, 1959. 
8”. Pp. 220. 12s. 6d. 


_ [This is a collection of the short articles that have appeared in Mr. Schwartz’s celebrated column 
in the Sunday Times. Rereading them, one is conscious of the feelings they have always aroused: 
pleasure at his wit and forcefulness in driving home points with which one agrees, irritation at his 
seeming wrong-headedness in other matters. In the preface to the collection Mr. Schwartz states 
M more serious vein than usual the philosophy that underlies his approach.] 
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Smytu (R.L.). The Distribution of Fruit and Vegetables. London: Duckworth, 1959, 
OY. Fp ase. Tes. 


[This book covers much the same ground as the Runciman Report (1957); the conclusions 
are broadly similar, but they are based on more explicit analysis. There is much that is stimulating, 
but the descriptive sections are the more satisfactory (the chapter on the primary wholesaler is 
particularly good). When Mr. Smyth turns to analysis and appraisal of the performance of the 
fruit trade he accepts the virtues of competition yet is uneasy about the results. Hesometimeshints | 
at, but he does not come to grips with, the question as to whether there is too much competition and 
whether we pay too much for day-to-day equilibrium. The analysis is not sufficiently rigorous, and 
there are a number of apparently conflicting statements; never‘heless this is a useful book on a very 
difficult subject of considerable importance and much interest.] 





Sturmey (S. G.). Income and Economic Welfare. London: Longmans, 1959. 9”, 
Pp. x + 208. 21s. 
[To be reviewed.] 


Wittan (T. S.). Studies in Elizabethan Foreign Trade. Manchester: Manchester 
University Press, 1959. 9”. Pp. x + 349. 35s. 


[To be reviewed.] 


Australian 


Dowsett (W.T.). Elementary Mathematics in Economics. Nedlands, W. Australia: 
University of Western Australia Press (London: Pitman), 1959. 9”. Pp. xxi+250. 30s. 


[To be reviewed.] | 


New Kealand 


WEsTSTRATE (C.). Portrait ofa Modern Mixed Economy: New Zealand. Wellington: | 
New Zealand University Press (London: Cambridge University Press), 1959. 9”. Pp.x+ 
310. 22s. 6d. 

[To be reviewed.] 


Indian 


Gopat (M.H.). Towards a Realistic Tax Policy for India, 1959-66. The Presidential 
Address to the forty-first session of the Indian Economic Conference. Madras: University 
of Madras, 1959. 9”. Pp. 46. 

[A detailed study of current Indian tax practice and of proposals that have been made to reform 
it (notably by Mr. Kaldor) leads the author to the conclusion that in the present circumstances of 
the country the objective of equity in taxation must take second place to the objective of stimulating 
growth, the two objectives being unhappily in conflict to a considerable extent.] 


MooxerjeE (SuBIMAL). Factor Endowments and International Trade. A statement 
and appraisal of the Heckscher-Ohlin theory. Published under the auspices of the Indian 
School of International Studies. Bombay: Asia Publishing House, 1958. 9’. Pp. viii + 
99. 20s. 

\ 


[To be reviewed.] 


Ceylonese 


LoGANATHAN (C.). Development Savings Banks. An institutional device to promote 
economic development and assist in the provision of social justice in Asian countries within 
the framework of democracy. Colombo: Ceylonese National Council, International 
Chamber of Commerce, 1959. 9”. Pp. xiii + 147. 


[Under the scheme proposed here, a Bank would be set up which would receive compulsory | 
and/or voluntary contributions from employers and employees, with various tax concessions to 
encourage voluntary contributions. It would also act as a channel through which part of aid 
granted by foreign governments to the government of Ceylon would be distributed to the economy. 
The funds at the disposal of the Bank would be invested in development projects on an equity basis, 
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1959] 


in such a way as to enable small undertakings to participate to a greater extent than is usually 
ible from publicly raised finance while at the same time diffusing the profits over a wide class 
of the population.] 


American 


Apams (Doris G.). Iraq’s People and Resources. Berkeley, California: University of 
California Press (London: Cambridge University Press, 1959), 1958.10.” Pp. viii + 160. 


[About half of this monograph is devoted to a discussion of population tendencies in Iraq and 
to a general cultural description of its people. The author then considers the level of income and 
consumption, and the potentialities of and obstacles to economic development. In many respects 
the purely economic problems of Iraq are less acute than in most under-developed countries. Oil 
resources form an ample source of finance, and this is made effective by legislation under which 
the greater part of oil revenues is awarded to the Development Board, a semi-autonomous body; 
at the same time the population is not excessive in relation to the amount of cultivable land, so that 
the application of most of the development funds to irrigation and other forms of agricultural 
improvements is a feasible policy. Cultural and administrative obstacles to development are none 
the less formidable. The chief value of Mrs. Adams’s monograph is in her treatment of these 
problems, and in her description of the underlying social conditions, which is excellently done.] 


ArrKEN (H.G. J.) and others. The American Economic Impact on Canada. Durham, 
North Carolina: Duke University Press for the Duke University Commonwealth-Studies 
Center (London: Cambridge University Press), 1959. 93”. Pp. xviii + 176. 

[This contains the following papers: ‘‘ The Changing Structure of the Canadian Economy, 
with Particular Reference to the Influence of the United States,” by H. G. J. Aitken; ‘‘ Recent 
American Influence in Canada, with Particular Reference to Economic Factors and Canadian 
Reaction,” by J. J. Deutsch; ‘‘ Canadian Economic Policy from 1945 to 1957—-Origins and 
Influences,” by W. A. Mackintosh; ‘‘ The Impact of United States Farm Policy on Canadian 
Agriculture,” by C. L. Barber; ‘‘ The American Economic Impact on Quebec,” by M. Lamon- 
tagne; ‘‘ The Flow of United States Investment Funds into Canada since World War II,” by I. 
Brecher. ] 


ALLEN (W. R.) and ALLEN (C. L.) (Eds.). Foreign Trade and Finance. Essays in 
international economic equilibrium and adjustment. New York and London: The 
Macmillan Company, 1959. 84”. Pp. xii +500. 42s. 

[This is a collection of twenty-three reprinted articles, mostly very well-known ones. Most of 


them are reproduced in part only. Brief commentaries by the editors follow the five main sections 
into which the book is divided.] 


Basson (T. E.) and Basson (D. L.). Investing for a Successful Future. How to sur- 
mount rising prices and high taxes. New York and London: The Macmillan Company, 
1959. 84”. Pp. viii + 312. 34s. 6d. 

[The purpose of this book is to give advice to those who wish to plan their savings and the uses 
to which they are put on a long-term basis, with particular reference to provision for old age. In 
order to give the background to this, the authors survey some of the present characteristics of the 
American economy and explain why in their view conclusions drawn from the experience of earlier 
times, especially the crash of 1929, are likely to be misleading. ‘They emphasise the need to form 
a clear plan and stick to it, acquiring securities with the desired characteristics and holding on to 
them without making any attempt to out-guess the market about short-term price movements. ] 


BackMAN (J.). Wage Determination. An analysis of wage criteria. Princeton, New 
Jersey and London: Van Nostrand (358 Kensington High Street, London W.14), 1959. 
9”. Pp. xv + 316. 5ls. 


[To be reviewed.]j 


Bain (J. S.). Industrial Organization. New York: John Wiley (London: Chapman 
& Hall), 1959. 93”. Pp. xviii + 643. 


[To be reviewed.] 


Baumot (W. J.). Business Behavior, Value and Growth. New York and London: 
The Macmillan Company, 1959. 8$”. Pp. xiv + 164. 33s. 


[To be reviewed.] 
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Bock (B.). Concentration Patterns in Manufacturing. Some findings from an inquiry 
into the relevance of data being used to measure market shares in specified industries, 
National Industrial Conference Board, Studies in Business Economics No. 65. New York: 
National Industrial Conference Board, 1959. 9”. Pp. 128. 


[This is a factual survey, based on statistics published in a report from the Senate Subcommittee 
on Anti-Trust and Monopoly in 1957; these statistics were in turn drawn from data in the 1954 
Census of Manufactures. The meaning of the statistics is examined, and a study is made of com- 
parative degrees of concentration in different product classes and industries in 1947 and of trends 
in concentration between 1947 and 1954. The chief criteria used are the proportions of output 
due to the four largest companies and to the eight largest companies. ] 


Brabiey (P. D.) (Ed.). The Public Stake in Union Power. Charlottesville, Virginia: 
University of Virginia Press, 1959. 94”. Pp. x + 382. 
[To be reviewed.] 


Brems (H.). Output, Employment, Capital and Growth. A quantitative analysis. 
New York: Harper & Brothers, 1959. 83’. Pp. xiii + 349. 


[To be reviewed.] 


Cote (A. H.). Business Enterprise in its Social Setting. Cambridge, Mass.: Harvard 
University Press (London: Oxford University Press), 1959. 84”. Pp. xiii + 286. 45s 


[To be reviewed. ] 


Commons (J. R.). Institutional Economics. Its place in political economy. In two 
volumes. Madison, Wisconsin: University of Wisconsin Press, 1959. 8”. Pp. xiii + 921. 
[This is a reprint of one of Commons’ principal works, which first appeared in 1934.] 


Economic Lessons of Postwar Recessions. Report of the Committee on Economic Policy. 
Washington, D.C.: Chamber of Commerce of the United States, 1959. 83”. Pp. 31. 
50c. 


[This contains a brisk survey of the course of events in America’s three post-war recessions, with 
special reference to that of 1957-58, and of the opinions that have been expressed about them by 
economists and other commentators. The conclusions drawn are that complete stabilisation of the 
level of activity is bound to be extremely difficult and is perhaps not necessary so long as major 
depressions are avoided. In view of the difficulties of forecasting, substantial reliance on built-in 
stabilisers is recommended. ] 


Fox (H.) and Wortny (N.B.). Severance Pay Patterns in Manufacturing. National 
Industrial Conference Board, Studies in Personnel Policy, No. 174. New York: National 
Industrial Conference Board (460 Park Avenue, New York 22), 1959. 11”. Pp. 48. 


[This is a factual study of the extent and form of arrangements in existence in American manu- 
facturing industry under which some compensation is paid to employees who lose their jobs because 
of factors outside their control, such as the shutdown of a pliant or operation. The study is based 
on an inquiry conducted among some 700 firms. It emerges that rather more than half of the 
larger companies have some arrangement of this sort, and a lower, though still sizeable, proportion 
of smaller companies. The amount of the payment usually varies with the length of service; under 
the more generous schemes it may be of the order of a week’s pay for each year of service, while under 
others there is a maximum of one month’s pay.] 


Harsison (F.) and Myers (C. A.). Management in the Industrial World. An inter- 
national analysis. New York and London: McGraw-Hill, 1959. 9”. Pp. xiv + 413. 
545. 6d. 


[The first part of this book is an essay of some 130 pages on the concept of management. This 
essay deals with management in turn as an economic resource, as a system of authority, and as a 
social class. Emphasis is placed on the mutual interaction of economic growth and changes in the 
nature of management. The second part of the book contains a series of papers by the two main 
authors and by a number of other contributors on management in the following countries; India, 
Egypt, Chile, Israel, France, Italy, Japan, Germany, Sweden, Great Britain, the Soviet Union and 
the United States. A final chapter deals with the management of foreign firms in underdeveloped 
countries. } 
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Haynes (W.). Brimstone: The Stonethat Burns. Princeton, New Jersey and London: 
Van Nostrand (358 Kensington High Street, London W.14), 1959. 83’. Pp. xx + 308. 
45s. 

[The first edition of this readable history and description of the sulphur industry appeared in 
1942. It is not primarily an economic history, but the author has plenty to say about economic 
issues as well as about technical problems and about the personalities of the industry. Extensive 
statistics are provided in an appendix, and there are numerous photographs. } 


Hazutt (H.). The Failure of the “‘ New Economics.” An analysis of the Keynesian 
fallacies. Princeton, New Jersey and London: Van Nostrand (358 Kensington High 
Street, London W.14), 1959. 83’. Pp. xii + 458. 56s. 6d. 

[The author has read assiduously Keynes’ General Theory and the commentaries on it, and he 
works through the book pointing out all the fallacies he believes it to contain. Almost everything 
Keynes said is attacked with zest, not to say rancour. In such a cannonade it is inevitable that a 
certain number of targets should be hit; but the book cannot really be regarded as a serious contri- 
bution to knowledge. It is not, for example, at all on a par with that equally vigorous but much 
more discerning polemic, Terborgh’s Bogey of Economic Maturity. The points that Mr. Hazlitt 
regards as irretrievable fallacies include many that have by now been settled to the satisfaction of 
almost all economists, such as the equality of savings and investment. Mr. Hazlitt’s particular 
béte noire is Keynes’ “ anti-business bias,” of which he finds traces on almost every page of the 
General Theory.] 


Hersum (A. C.). Operating Results of Variety Chains. Bureau of Business Research 
Bulletin No. 153. Boston, Mass.; Harvard University Graduate School of Business 
Administration (London: Bailey & Swinfen), 1958. 11”. Pp. 37. 16s. 


[This report is the 27th annual report in its series. Particulars are given of volume of sales, 
earnings, expenses and margins. ] 


Horowitz (M. A.). Commuting Patterns in Seven Standard Metropolitan Areas in 
Eastern Massachusetts, 1958. Boston, Mass.: Division of Eraployment Security of the 
Commonwealth of Massachusets (881 Commonwealth Avenue, Boston), 1959. 11’. Pp. 
vi + 39, 

[The findings are presented without much comment or attempt to draw conclusions of more than 
local interest. The main general conclusion appears to be that in a densely populated region like 
that studied, the labour market is a wide one and people are willing to travel long distances to work.] 


Kiem (B. H.). Germany’s Economic Preparation for War. Cambridge, Mass.: 
Harvard University Press (London: Oxford University Press), 1959. 83”. Pp. xi + 272. 
405, 


[To be reviewed.] 


LeisErsoN (M. W.). Wages and Economic Control in Norway, 1945-57. Cambridge, 
Mass.: Harvard University Press (London: Oxford University Press). 1959. 9}. Pp. 
xiv + 174. 36s. 


[To be reviewed.] 


Linven (F.). The Business of Department Stores. National Industrial Conference 
Board Technical Paper No. 7. New York: National Industrial Conference Board (460 
Park Avenue, New York 22), 1959. 11”. Pp. 48. 

[This paper consists of two parts. The first reviews trends in department-store sales during the 
last ten years and considers to what extent the decline in the competitive position of department 
stores, which the statistics at first sight suggest, has in fact taken place. The second part deals with 
the effect of the weather on department-store business. ] 


Marcu (J. G.) and Smon (H. A.). Organizations. New York: John Wiley for the 
Graduate School of Industrial Administration, Carnegie Institute of Technology (London: 
Chapman & Hall), 1959. 93”. Pp. xii + 262. 48s. | 


[To be reviewed.] 


__Marxuam (J. W.). The Fertilizer Industry. Study of an imperfect market. Nash- 
ville, Tennessee: Vanderbilt University Press, 1958. 94”. Pp. 249. $6.00. 
[To be reviewed.] 
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Masson (R. L.). New Shares for Old. The Boston and Maine stock modification, 
Boston, Mass.: Harvard University Graduate School of Business Administration, 1958 
(London: Bailey & Swinfen, 1959). 84”. Pp. xvii + 398. 36s. 


[This is a detailed study of the process by which the Boston and Maine Railroad made use of a 
1948 amendment to the Interstate Commerce Act to simplify a complex and unwieldy hierarchy 
of stock classes and reduce the total structure to fit earnings prospects. ‘The successive stages of the 
plan evolved by the management are described. The case-study is then used to cast light on the 
general issues involved in devising such a scheme and working out canons of fairness. ] 


Pen (J.). The Wage Rate under Collective Bargaining. ‘Translated from the Dutch 
by T. S. Preston. Cambridge, Mass.: Harvard University Press (London: Oxford 
University Press), 1959. 93”. Pp. xiv +216. 48s. 


[To be reviewed.] 


Rapxin (C.). The Real Estate Market in an Urban Renewal Area. New York: 
New York City Planning Commission, 1959. 9”. Pp. xii + 139. 


[This is a study of the problems of a declining urban area, namely a group of twenty blocks in 
Manhattan’s West Side. It is a heterogeneous district, including both expensive multi-storey 
apartment blocks facing Central Park and densely occupied brownstone rooming houses, let to an 
increasing extent to Puerto Ricans. The report contains voluminous statistics on types of owner and 
occupancy, prices and assessed values, mortgage availability and profits of owners. A paradoxical 
implication of the findings is that the social deterioration of a district does not necessary involve a 
decline in property values; indeed, the profits to be had from letting out a large old house ona 
one-room-per-family basis seem to be considerable. This means that the prospects of substantial 
demolition and redevelopment being carried out by unaided private enterprise are small, notwith- 
standing the attractive potentialities of the district, and public aid on a large scale is therefore likely 
to be needed to bring this about. The reader is left with slight misgivings about the economic 
rationale of a policy of large-scale demolition and replacement of existing property by dwellings 
designed for middle income groups, unless it is to be accompanied by an equally determined effort 
to provide attractive accommodation for the Puerto Ricans and others to whom these squalid and 
by no means cheap quarters are none the less at present the best available.] 


Rippy (J. F.). British Investments in Latin America 1822-1949. A case study in the 
operations of private enterprise in retarded regions. Minneapolis, Minnesota: University 
of Minnesota Press (London: Oxford University Press), 1959. 9}. Pp. xii + 249. 40s. 


[To be reviewed.] 


SHusik (M.). Strategy and Market Structure. Competition, oligopoly and the 
theory of games. New York: John Wiley (London: Chapman & Hall), 1959. 9”. 
Pp. xviii + 387. 64s. 


[To be reviewed.] 


Sttcock (T. H.). The Commonwealth Economy in Southeast Asia. Durham, North 
Carolina: Duke University Press for the Duke University Commonwealth-Studies Center 
(London: Cambridge University Press), 1959. 83”. Pp. xvii + 259. 30s. 


[To be reviewed. ] 


Srru (E. L.). Common Stocks and Business Cycles. A practical analysis of the basic 
causes and patterns of cyclical behavior in economic series. New York: The William- 
Frederick Press, 1959. 9’. Pp. 226. $10.00. 


{Mr. Smith has been concerned with stock-market problems for over fifty years, and he is the 
author of Common Stocks as Long-term Investments, which was published in 1924 and attracted a con- 
siderable amount of attention. In his new book he develops his ideas further in the light of sub- 
sequent experience, especially that of 1929-32. His theory of cyclical fluctuations is based on 
weather cycles, and a prominent part in it is played by the notion of 89}-year periodicity.] 


Thirty Years of Research in Human Fertility: Retrospect and Prospect. Papers 
presented at the 1958 Annual Conference of the Milbank Memorial Fund. New York: 
Milbank Memorial Fund, 1959. 9”. Pp. 157. $1.00. 

[The papers included in this symposium are divided into three groups, dealing respectively with 
Trends and Measures of Fertility, Fecundity and Contraception, and Social and Psychological 
Factors affecting Fertility. Most of the empirical material considered relates to the United States.] 
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TimosHENKO (V. P.) and Sweruinc (B. C.). The World’s Sugar. Progress and 
Policy. Stanford, California: Stanford University Press for the Stanford University Food 
Research Institute (London: Oxford University Press), 1957. 94”. Pp. xii + 364. 52s. 


[This appears in a Stanford series dealing with Food, Agriculture and the Second World War. 
However, it views the problems of sugar in a broader context than this might suggest, and though 
the effects of the war are fully treated, much attention is also paid to events since 1945. In the 
authors’ opinion the International Sugar Agreement has not made any real contribution to the 
solution of the industry’s main problems. These problems are largely political in origin, and stem 
from the disparity in the position of Cuba and other countries that sell the bulk of their output in 
the competitive world market, on the one hand, and colonial producers, such as Puerto Rico and the 
British West Indies, on the other, who have access to protected markets at above the world price.] 


Vickers (D.). Studies in the Theory of Money, 1690-1776. Philadelphia, Pennsyl- 
vania: Chilton Company, 1959. 83’. Pp. viii + 313. $6.50. 


[To be reviewed.] 


Watp (H. P.). Taxation of Agricultural Land in Underdeveloped Economies. A 
survey and guide to policy. Cambridge, Mass.: Harvard University Press (London: 
Oxford University Press), 1959. 84”. Pp. xiii + 231. 36s. 


[To be reviewed.] 


Warntz (W.). Toward a Geography of Price. A study in geo-econometrics. Phila- 
delphia, Pennsylvania: Pennsylvania University Press (London: Oxford University 
Press), 1959. 84”. Pp. 117. 40s. 


[To be reviewed.] 


Watitton (L.). The Knights of Labor in Belgium. Translated by F. Meyers. 
Los Angeles, California: Institute of Industrial Relations, University of California, 1959. 
7”. Pp. 35. $1.50. 


[This is a translation by an American labour historian of a pamphlet written in the 1920s. The 
author is now Director General of Social Security in the Belgian Ministry of Labour and Social 
Security. The pamphlet describes how organised labour in certain Belgian industries, especially 
glass-making and coal-mining, became affiliated to the American Knights of Labour. Whereas a 
similar affiliation in some British industries proved short-lived, the Belgian Knights of Labour 
remained in existence until the 1930s.] 


ZaNK (E. E.) and BAKKEN (H. H.). Light and Power. Rates and costs of service in 
Wisconsin R.E.A. Co-operatives. Madison, Wisconsin: University of Wisconsin Press, 


1959. 94”. Pp. xii + 180. $4.00. 


[Rural Electrification Administrative co-operatives were first set up under federal auspices as a 
relief measure in 1935. They were designed to bring electricity to regions considered sub-marginal 
by privately operated undertakings. They have continued to grow, though at a diminishing rate, 
as population and industry have spread into rural suburban areas. This study is intended primarily 
for those actually engaged in a managerial capacity in the co-operatives. It analyses the forms 
taken by operating costs, depreciation and other costs, and the relation of these to rate-fixing. The 
i favour the adoption of a simple two-part rate in place of the more complex systems now in 
use. 


Dutch 


Arrow (K. J.) and Horrenserc (M.). A Time Series “Analysis of Interindustry 
Demands. Contributions to Economic Analysis, XVII. Amsterdam: North-Holland 
Publishing Company, 1959. 9”. Pp. 292. 55s. 


[To be reviewed.] 


Byerve (P. J.). Planning in Norway, 1947-56. Contributions to Economic Analysis, 
_ XVI. Amsterdam: North-Holland Publishing Company, 1959. 9”. Pp. xx + 383. 
s. 


[The author is Director of the Central Bureau of Statistics of Norway. His book is a critical 
appraisal of the national budgeting policy that has been pursued in Norway. This policy involves 
the annual publication of projections of the chief economic variables of the system, based on a com- 
paratively unsophisticated theoretical model but involving a fair amount of detail. It has not 
always been quite clear whether these projections have the status of forecasts or of goals, but to some 
extent at least the original intention that they should be goals has been retained. The author’s 
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general verdict on the system is favourable. He argues that the not infrequent deviations between 
projected and actual figures do not necessarily point to a fault in the system, and he argues that the 
need to produce consistent sectoral projections imparts realism to government policy, even if the 
principles of calculation are crude. Some faults have admittedly been present, particularly the 
insufficient attention given to prices in the budgeting system, and inflation has not been avoided. 
A curious feature has been that investment has persistently tended to absorb a larger proportion of 
gross national product than it was planned to do. Dr. Bjerve has written a clear and able study 
of an interesting experiment. ] 


Hartoc (F.). European Trade Cycle Policy. Leyden: Sythoff, 1959. 93”. Pp, 
55. D.il. 2:90, 


[This pamphlet was written in 1956, but the author believes that subsequent events have served 
to strengthen, not weaken, his conclusions. He argues that the high-level stability enjoyed since 
the War is not something that can be permanently taken for granted. Policy to ensure it is needed, 
not least in the inflationary stage of the cycle, and this policy to be fully effective calls for a large | 
degree of international co-operation. ] 





Swedish 


Prospects of Development in Western Europe, 1955-1975. Industrial Institute for 
Economic and Social Research, Stencil 1. Stockholm: Industrial Institute for Economic | 


and Social Research, 1959. 114”. Pp. 65. 


[The author of this short study is Professor I. Svennilson. It contains statistical projections of | 
output and employment by sectors for Europe as a whole and for groups of countries within Europe. | 
The projections are in very broad outline, but the author gives a good lucid statement of the main 
considerations to be borne in mind in putting numerical values on such key variables as the saving- | 
income ratio, the rate of growth of productivity and the rates of growth of the labour force in 
different sectors. ] | 


Danish 


ULDALL-HAnsEN (H.). Tid og Rente. (Time and Interest.) Copenhagen: Dansk | 
Videnskabs Forlag, 1959. 10”. Pp. 248. Danish kroner 35. 


[As described in the brief English summary, this is a theoretical and in parts mathematical 
analysis of the relationship between the length of life of a bond and its yield. An important part | 
in the argument is played by the assumption that the future can be usefully divided into two parts, 
the “* predictable ’’ period, during which an investor may reasonably predict a trend in the interest 
rate, and the subsequent period. ] 


Finnish 


Honxo (J.). Yrityksen Vuositulos. (The Annual Income of an Enterprise and its 


Determination.) Helsinki: Liiketaloustieteellinen Tutkimuslaitos, 1959. 10”. Pp. 246. 

[This is a theoretical work, which builds on the ideas of Fisher, Lindahl and others, in an 
attempt to distinguish the various meanings of the concept of income and their application. Em- 
phasis is placed on the appropriateness of different concepts of income for different purposes. The 
author argues that a concept of income based on expectation would be superior to one based on 
realisation in a world of perfect foresight where income statements could be made as often as desired 
instead of at set annual intgrvals, but that in practice the concept based on realisation has to be 
preferred. ]} 


Larna (K.). The Money Supply, Money Flows and Domestic Product in Finland, 
1910-1956. Helsinki: The Finnish Economic Association, 1959. 10”. Pp. 227. 
Finnish Markkas 1000. 


[The author considers first the concepts of money supply, money flows and marketed domestic 
product and their measurement for the Finnish economy. After a discussion of the decomposition 
of the time-series involved, with particular reference to seasonal fluctuations, he proceeds to an 
analysis of their mutual inter-relations. This is done first by working out the movement over time 
of the velocity of circulation, calculated in various ways, and then by a more elaborate econometric 
analysis. The purpose of the latter is to “‘ explain’? movements in marketed domestic product in 
terms of money supply and money-flow variables. The results are encouraging, and it is suggested 
that this approach may provide a useful method of computing an approximation to national income | 
more rapidly than hitherto and for shorter periods than a year.] } 
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Japanese 


TAKAHASHI (C.). Dynamic Changes of Income and its Distribution in Japan. Insti- 
tute of Economic Research, Hitotsubashi University, Economic Research Series No. 3 
Tokyo: Kinokuniya Bookstore, 1959. 83”. Pp. 182. 

[To be reviewed. ] 


TAKENAKA (T.). Business and Government. Tokyo: Science Council of Japan, 1958. 
St”. Pp..52. 

[The author is interested in the currents of opinion which have shaped relationships between 
persons and government in the sphere of public utilities. He discusses this with special reference 
to the experience of the states of Wisconsin and California.] 


Chilean 


Outlook for Chile’s Foreign Trade and Economic Growth, 1959-1965. Santiago: 
Institute of Economic Research, University of Chile, 1959. 103’. Pp. 90. 


[The greater part of this report is devoted to projection of Chile’s capacity to import. It is 
estimated that the volume of imports should be able to rise at something near to the average rate 
recorded in recent years, namely somewhat less than 6% per year. The projections of gross national 
product are based on those of the capacity to import, and are likewise moderately optimistic. The 
analysis is confessedly incomplete, since no direct attention is paid to the problem of inflation, 
which has in the past beset the Chilean economy so severely. From 1953 to 1958 the real national 
income fell, while population increased rapidly. This was partly due to a decline in the capacity 
to import in 1954-55, but this factor was not in operation in 1956-57, and the stagnation of those 
two years may be attributed instead to the government’s severe anti-inflationary programme. 
The authors’ method of analysis implicitly assumes that growth in 1959-65 will not be subject to 
any obstacles of this sort.] 


Official 


BriTIsH 


Ministry OF AGRICULTURE, FISHERIES AND Foop. Domestic Food Consumption and 
Expenditure, 1957. Annual Report of the National Food Survey Committee. London: 
H.M. Stationery Office, 1959. 93”. Pp. vi + 137. 8s. 6d. 

[This year’s report follows the now familiar lines, with a number of additions. A chapter has 
been included on dietary differences associated with occupational status and skill. A special section 
compares the diets of families containing older and younger children.] 


INTERNATIONAL 


GENERAL AGREEMENT ON TARIFFS AND TRADE. International Trade 1957-58, Geneva: 
GATT, 1959. 9}. Pp. 318. $2.00. 


‘Hitherto this publication has appeared annually; the present issue for the first time deals with 
developments over a period of two years. Much useful statistical information and comment is 
provided on trends in world trade in total, by commodity and by country. Particulars are also 
given of developments in the sphere of commercial policy.] 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT. Fourteenth Annual 
Report, 1958-1959. Washington, D.C.: International Bank for Reconstruction and 
Development, 1959. 11”. Pp. 56. 

[This year’s activities are described, with details of the loans granted.] 


INTERNATIONAL Lasour Orrice. Labour Costs in European Industry. Geneva: 
International Labour Office, 1959. 94”. Pp. viii + 170. 7s. 6d. 


[This study provides data on labour costs in selected industries in different European countries. 
Comparison is then made both between labour costs in different industries in the same country 
and between labour costs in the same industry in different countries. Particular attention is 
paid to the relative magnitude of basic wages, wage premiums (holiday pay, overtime premiums, 
etc.) and other labour costs (bonuses, social security contributions, etc.). The importance of this 
last item in total labour costs varies from 12% in the United Kingdom to 42% in Italy and 46% in 
Yugoslavia.] 
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INTERNATIONAL MoneTARY Funp. Annual Report of the Executive Directors for the 
Fiscal Year ended April 30, 1959. Washington, D.C.: International Monetary Fund, 
1959. 9”. Pp. 237. 


[This report is devoted mainly to a survey of developments during the year in the spheres of 
international payments and domestic financial policies. Brief particulars of the Fund’s own 
activities are also included.] 


ORGANISATION FOR EuropEAN Economic Co-opeRATION. ‘The Work of the Organisa- 
tion for European Economic Co-operation. A report by the Secretary-General. Paris: 
O.E.E.C., 1959. 94”. Pp. 114. 7s. 


[This is a general survey of the functions of O.E.E.C. It is designed to help create a better 
informed public opinion on the Organisation, and to place in their context the particular activities 
which from time to time attract unusual publicity.] 


UniteD Nations FoopD AND AGRICULTURE ORGANISATION. FAO Mediterranean 
Development Project. The integrated development of Mediterranean agriculture and 
forestry in relation to economic growth. A study and proposals for action. Rome: 
F.A.O., 1959. 11”. Pp. 213. $2.00. 


[Although much of this report is occupied by fairly technical discussion of the agriculture and 
forestry of the region, it has a more general interest as well, and care is taken throughout to view 
agriculture in the broader context of economic development as a whole. The first two chapters 
describe the general characteristics of the region and consider the objectives of policy and the roles 
to be played by different sectors of the economy and by the state. Chapters 3 and 4 then treat in 
more detail the programmes needed for increasing production and improving land use. This is 
followed by studies of individual countries, namely Iraq, Syria, Lebanon, Tunisia, Morocco, Spain, 
Yugoslavia, Greece, Israel and Turkey. The F.A.O.’s chief consultant for the project was Dr. 
Thomas Balogh.] 


Unirep Nations Foop AND AGRICULTURE ORGANISATION. The State of Food and 
Agriculture 1959. Rome: F.A.O., 1959. 11”. Pp. 197. 10s. 


[This contains a survey of recent events and outlook and also two more general chapters. The 
first of these is devoted to the relationship between agricultural incomes and the level of economic 
development; the second considers certain problems of agricultural development in backward 
countries with special reference to marketing, land tenure and investment. ] 


Unirep Nations Foop AND AGRICULTURE ORGANISATION. Yearbook of Fishery 
Statistics. Vol. VIII, 1957. Rome: F.A.O., 1959. 12”. Pp. xvi + 334. 20s. 


[The last issue of this yearbook to deal with international trade in fishery products appeared in 
1955. The present issue is differently arranged. It contains no separate country tables, but is 
divided up instead according to seven groups of fishery commodities. Each section shows imports 
and exports by country for the commodity group in question.] 

















